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he Jun ) issue of the American Economic Review should have been pub- 
1 a5 Volume XXXIX, Number 4 instead of Volume XXXIX, Number 3. 


The P ' d Proceedings of the Sixty-first Annual Meeting of the American 
Economic Association had already appeared in May, 1949 as Number 3. It should 
also be od that the March number, Volume XX XIX, Number 2, begins with 
nave 345. The first number of the volume, published in January, 1949, is a direc- 
od of members of the American Economic Association. 
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ALLYN ABBOTT YOUNG 


Twenty-seventh President of the 
American Economic Association, 1925 


\. Young was born at Kenton, Ohio, September 19, 1876. He died 
1 London, Mé uch 6, 1929. 


\llvn Young’s academic career was remarkably varied. After receiving 
is Ph.B. degree from Hiram College, Ohio, in 1894 and his Ph.D. from 
Wisconsin in 1902, he moved consecutively from Western Reserve Uni- 
ersity, to Dartmouth College, to Leland Stanford (where he was head 


f the Pe nies nt of economics, 1906-11), to Washington University at 
St. Louis (professor of economics, 1911-13), to Corne ll ( (professor of eco- 
mics and finance, 1913-20), thence to Harvard (professor of economics, 
\920—), and finally to the University of London (professor of ‘political 
economy from 1927 until his death in 1929). 
While eminently competent as a scholar and teacher in a wide range 
f economics, he left behind him no large body of publications. He wrote 
creat many reviews and notes and some elaborate papers, the more 
table of which were assembled in a volume entitled, Economic Prob- 
ms New avd Old, published in 1927. An Analysis of Banking Statistics 
7) was reprinted from the Review of Economic Statistics. He was 
oint author of the 1909, 1916, and 1923 revised editions of Richard T. 
Elv’s Outlines of Economics. 

\fter the war he served as a member of the Massachusetts Commission 
ensions. He also assisted Jeremiah Smith in the rehabilitation of Hun- 
sary under the auspices of the League of Nations. 

nute, prepared by a committee of the American Economic Associa- 
was published in the June, 1929, issue of the American Economic 
pages 346-348. 


i series of photographs of past presidents of the Association. 
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The American Economic Review 


VOLUME XXXIX SEPTEMBER, 1949 NUMBER FIVE 


NEOCLASSICAL ECONOMICS AND MONETARY PROBLEMS 


By B. Srmpson* 


In his Price Flexibility and Employment, Professor Oscar Lange 
maintains that neoclassical thought is incapable of dealing with prob- 
lems of money, trade fluctuations, and unemployment because it 
utilizes a method of partial equilibrium to analyse problems of total 
effects, and for such problems only a method of general equilibrium 
is applicable.’ This paper considers the relation of classical or tradi- 
tional thought to monetary and employment theories and illustrates 
the points with brief discussion of the works of some outstanding 
orthodox economists. The point of view presented is that neoclassical 
thought in its conception embraces monetary subjects but through an 
unfortunate association with static systems has become divorced from 
these important subjects. With this background, Lange’s argument 
will be examined. 


I 


Neoclassical economics is a body of analysis derived from postulates 
concerning individual behavior in its efforts to maximize well-being. 
Individualistic and hedonistic in its approach, as formulated by Adam 
Smith, it has not been changed in this respect. Keynesian and other 
systems of thought also appeal to these principles, though scarcely as 
directly and completely as classical thought. About this there is little 
lisagreement. The question of the relation of traditional thought to 
monetary economics turns on the interpretation and generality of 
those individualistic hedonistic behavior principles. If they are con- 


The nth ni 
‘he author is associate professor of economics at the University of Oregon. 

Price Flexibility and Employment (New York, 1944), p. 1. Professor Lange uses the 
rms traditional ; i i ifyi 

aditional and orthodox economics without specifying the economists so described. 

ading > ; 
‘ing of the text indicates that Lange has reference to the English neoclassical and the 
sanne schools primarily. 
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fined to individual choice under known conditions, that is under condj. 
tions of certainty, then the maximizing behavior is of a very con- 
strained sort. If such be the nature of traditional thought, then it mus 
be granted that problems of monetary behavior, trade fluctuations, and 
the like are outside the area of such thought. For individual choice 
under certainty is the basis of an economic system of equilibrium 
where money and trade fluctuations are of little or no importance, If 
on the other hand, traditional thought covers the case of individual 
efforts to maximize welfare under conditions of uncertainty, then there 
is every reason why it should be germane to the broad problems of 
monetary economics. 

The correspondence of economic systems postulating choice under 
certainty with equilibrium systems is well understood.’ If each in- 
dividual knows his alternatives, then each individual succeeds in maxi- 
mizing his welfare. No improvement is possible from an individualisti 
point of view, no individual can be under motivation to regret or alter 
his decision. Equilibrium exists. If, on the other hand, individuals 
must decide their actions under uncertainty, then some regrets and 
changes of plans are sure to occur. Disequilibrium exists, and the time 
sequence of events will show fluctuations inconsistent with an opti- 
mum allocation of resources.° 

The importance of certainty postulates in the creation of economic 
systems and the great effect that they have on the nature of a bod) 
of thought can be illustrated with a simple example. Assume (1 
there is one good a, produced by one factor, labor, 1; (2) one unit oi 


* Professor Frank Knight first made this equivalence clear. Risk Uncertainty and Profit 
(Boston, 1921). 

’Professor Paul A. Samuelson and Professor Ragnar Frisch distinguish statics from 
dynamics on the basis of the importance of time in determining the evolution of the 
analytical system. Professor Erik Lindahl and Professor J. R. Hicks have adopted quite 
similar definitions. It is not hard to see that uncertainty is the basic element giving rie 
to the essentiality of time in the economic process, since under uncertainty the basic de- 
terminants are modified or overpowered by the events of time. The very essence 
behavior under uncertainty is that judgments are revised as experience is gained. 

It seems to the writer preferable to emphasize the postulatory basis rather than a proper 
of analysis in distinguishing statics and dynamics. There is danger of defining a system 
that has little meaning economically when analytical properties are put in the foreground 
Thus the Samuelson system of stability in multiple markets, 


dp,/dt = F; (pr, Pz, —, Pn) i = 1, 2,—,B 


where p; is the deviation from equilibrium price, has only a very loose economic interpre 
tation since it does not specify what transactions take place. Professor Lange very like 
has tripped over the interpretation of this system, which he develops in the appendix ©! 
the work cited. Paul A. Samuelson, Foundations of Economic Analysis (Harvard Univers" 
Press, 1947), pp. 311-17. Ragnar Frisch, “On the Notion of Equilibrium and Disequ 
librium,” Rev. Econ. Stud., Vol. III (Feb., 1936), p. 100. Erik Lindahl, Studies m 
Theory of Money and Capital (New York, 1939), pp. 31-40. J. R. Hicks, Value one 
Capital (Oxford, 1939), p. 115. 
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labor makes one unit of a; (3) the price of labor is 100 = pi; (4) 
each laborer acts as his own entrepreneur; (5) savings are zero; (6) 
labor supply is a function of real income, say f(a): (7) each laborer 
knows that he can work for the price 100 and that the price of a will 
be 100. Under such assumptions equilibrium conditions are that the 
price of labor be 100 and that the supply equal demand of labor, and 
there is no doubt that equilibrium will be achieved. 

If we suppress assumption (7) dealing with foresight, we must re- 
place it with a new specification of behavior under conditions of un- 
certainty. Out of the infinite possibilities for the form of such postu- 
lates we can select in place of (3) and (7) above the following: (3’) 
the price of labor lowers in a time period by a proportion of the un- 
employment of the previous period; (7’) production in time t changes 
by a constant per cent of the indicated profit in time t: (7”) the price 
vi labor in time t is known and the price of a in time t-l is expected to 
remain unchanged throughout t. It follows that if employment is below 
the equilibrium level, the price of labor falls, the anticipated profits 
increase, employment increases, and the economy moves toward equi- 
librium, though it would not reach it in finite time. A possible sequence 
of events starting from a particular point and using particular con- 
stants is shown in the following table.* 


pi a 
U 100.0 90.0 
99.0 92.0 
2 98.2 93.6 
5 97 .6 94.9 
4 97 .0 95.9 
x 95.0 100.0 


Mathematically we have the system 


At = at-1 + ke (pat-1 — pit) 


e L, ki, ke are positive constants. But since savings are zero, the value of production 
s the value of income disbursements and the price of labor and of a are equal, i.e 
Pit. Substituting and solving, one obtains 


Pit = (L — a) (1 — kike)*/k2 + po + (ao — L)/kz 
atc —L+ (a —L) (1—kik:)* 


h yield stable solutions if kikz <1. The solution which yields the table above was 
tained by using k, = .1 and = 2. 

It will be observed that this system postulates behavior without a very thorough 
t maximization of welfare. Nor are the monetary properties described. To fill these 
ciencies would require more space than would be justified, although a truly classical 

mic system demands that it be done. 
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By stating the behavior postulates in precise form under conditions 
of uncertainty, an evolutionary or dynamic picture is achieved which 
passes beyond equilibrium states and which is much more general jn 
its conception. By complicating the behavioristic assumptions under 
uncertainty, and also by complicating the structural elements, i.c., the 
number of commodities, properties of production functions, etc., di- 
verse analytical models can be created. 

The key to appraising the relation of traditional thought to mone- 
tary economics lies in its position relative to uncertainty. Other issues 
such as that of general versus partial equilibrium are of secondary 
importance. In so far as traditional thought confines itself to condi- 
tions of certainty, it fails to be a monetary system. In so far as it 
involves behavior under more general circumstances, it is potentially 
at least a monetary system. It is from this standpoint that it is pro- 
posed to consider some instances of economic analysis. 

Since traditional thought is so widely represented in economic litera- 
ture, it is not possible to characterize its treatment in a simple formula 
A surprisingly large amount of traditional thought, however, can be 
represented under three headings, as follows: (1) Classical works 
proper in which both certainty and uncertainty economics are repre 
sented, but in which the relation of the two is never clearly expressed 
Adam Smith, T. R. Malthus and Alfred Marshall being outstanding 
examples; (2) Classical writers who exclude uncertainty elements al- 
most entirely’—exemplified by David Ricardo, J. B. Clark, Lionel 
Robbins,*° and Frank Knight; (3) Classical writers who attempt to 
construct uncertainty or dynamic systems on the basis of certainty or 
static systems—examples, A. C. Pigou, Knut Wicksell, Friederich von 
Hayek, D. H. Robertson, and J. R. Hicks. We shall discuss brieily 
one writer from each of these groups, namely, Marshall, Knight, and 
Hicks. 


II 


Marshall’s Principles of Economics makes every effort to be a mone: 
tary economics and economics of uncertainty, though it does not 


° Don Patinkin has taken this attitude toward classical economics in his interesting ¢s4)* 
on the subject. “Relative Prices, Say’s Law, and the Demand for Money,” Econometn 
Vol. 16, No. 2 (Apr., 1948), p. 127; “The Indeterminacy of Absolute Prices in Classica 
Economic Theory,” Econometrica, Vol. 17, No. 1 (Jan., 1949), p. 1. 

Professor Joseph Schumpeter could be included in this list, since Schumpeter uses classic 
thought to define Normality and as “a description of an apparatus of response” (Schum- 
peter’s italics). This dualism raises a good many theoretical issues which cannot be gone 
into here. Business Cycles (New York, 1939), p. 68. 

‘The characterization of economics as the study of allocation of scarce resources amoné 
given ends implies static or certainty postulates or else is very vague. Lionel Robbins 
An Essay on the Nature and Significance of Economic Science (London, 1932), pp- }--* 
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achieve such a goal. Certainty or static formulations are avoided; be- 
havioristic postulates are stated. If the result is not a monetary or 
dynamic system, the reason is that the problem is too large, not that 
the attempt is not made. Let us note first the behavioristic assump- 
tions which Marshall uses. A tolerably complete listing of such as- 
sumptions, omitting the broader and more institutional assumptions, 
is shown below: 


|. With a given income and with a given price situation a consumer 
spends his income so as to maximize his utility. Marginal utility of a good 
decreases with the amount purchased, other quantities constant. Anticipated 
future utilities are discounted at a known rate by each consumer, and alloca- 
tion made for future consumption in the light of alternatives determined by 
interest rates and anticipated future prices. (Book III, Chaps. IV and V.) 

?. The amount of saving by a consumer is determined mainly by personal 
and social factors but in general increases with interest rates. (Book IV, 
Chap. VII.) 

3. The amount of work which an individual worker will do is an increas- 
ing function of the price of work. (Book IV, Chap. I.) 

{, A farmer allocates his expenditure upon land, capital, and labor so as 
to maximize his estimated returns from his total expenditure. (Book IV, 
Chap. IIT.) 

5. The numbers of youths educated in particular skills are increasing 
‘unctions with distributed time lags of the wages in those skills. The num- 
bers of wokers of a particular skill employed in particular firms and indus- 
tries are similarly functions of wages in the firms and industries. (Book IV, 
Chap. VI.) 

6. The supply of business management is a function of the price of 
management and of the individual managers’ abilities to command confidence 
n borrowing money. (Book IV, Chap. XII.) 

7. For the anticipated prices of sales of a product at a given time in the 
future, and the anticipated costs of variable factors relevant to that time, each 
lusinessman acts to minimize his costs of production and to maximize his 
expected profit. (For capital goods the cost is interest.) (Book V, Chap. V.) 

8. Businessmen’s calculations are disturbed by uncertainty. (Book V, 
Chap. VII.) 

Is this set of behavior postulates when fitted out with proper defini- 
tional, descriptive, and identity relations an adequate foundation for 
the erection of an economic system or not? The answer must be no. 
lf one suppresses the uncertainty elements in posulates 5, 6, 7, and 
replaces them with a postulate that foresight is perfect, one does have 
| sufficient set of postulates for an equilibrium economy. This, Mar- 
shall does not intend. He rebels at the notion of stationary states and 
static equilibrium, and he frowns on mathematical methods which ex- 
press such conditions. His emphasis is on the continuity of change; 
the gap between the time of economic planning and the occurence of 
events derived from those plans is never forgotten. Moreover, when 
Marshall is on guard he himself sees that the evolution of events is 
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not explicable in terms of equilibrium determinants, and that the 
source of the difficulty is uncertainty. This is evident in the inclusion 
of uncertainty among the postulates of behavior listed above, and in 
many passages, for example the following: “We cannot see the future 
perfectly—the unexpected may happen and the existing tendencies 
may be modified before they have had time to accomplish what appears 
now to be their full and complete work” (p. 347). 

If we deny that the Marshallian system is an equilibrium system 
(which we clearly must), and interpret it as a dynamic or uncertainty 
system, we find it an inadequate work. The only solution to the dy- 
namic problem which Marshall found was to use equilibrium deter- 
minants as the motivators of change, as kind of will-o’-the-wisps 
beckoning the real economy, but always evading grasp. “The demand 
and supply schedules do not in practice remain unchanged for a long 
time together—this gives new positions to the center about which the 
amount and the price tend to oscillate” (p. 364). Equilibrium evi- 
dently affects the dynamic process, but just how is not clear. There 
is no definitive economics of change. 

The source (and reflection) of the difficulty is evident in the postu- 
lates which have been listed above. The postulates are not adequate 
for the creation of a disequilibrium system. Postulates 6 and 7, particu- 
larly, are vague. An entrepreneur makes plans on the basis of expected 
prices. But by what process does he determine expected prices? Does 
he use present prices, past prices, extrapolated trend prices or what? 
And having determined his expectations, how definitively does he act 
on those expectations? One possibility particularly was neglected, 
namely, that an entrepreneur will do nothing temporarily except to 
wait for more evidence to accumulate about the factors that influence 
his well-being. How the economic system operates depends on the 
specific assumptions made. 

Postulates 7 and 8 above are not only vague but are formulated 
so as to be inadequate for the creation of uncertainty systems. Sup- 
pose that it is assumed that entrepreneurs follow a particular system 
of forming expectations about future prices, for example that they ex- 
pect present prices to persist. If they form these expectations precisely 
and with conviction, they will be able to calculate the profit realizable 
from each possible economic activity. They would seize then upon the 
most profitable and act upon it with thoroughness. They would 20 
completely into or completely out of cash. Economic movements would 
be violent, especially if different entrepreneurs had similar anticip 
tions. In fact, reactions would be so violent that entrepreneurs would 
soon cease to hold their anticipations with such certainty. Such pre- 
cision of expectations does not yield a sensible economic system. Ex. 
pectations must be in terms of probabilities if there is to be a sensible 
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hedonistic economics of uncertainty, particularly if money is to be 
introduced into the system. Marshall’s postulates not only do not de- 
fne behavior precisely, but are formulated in terms that cannot be 
used satisfactorily for a precise statement. 

It is not easy to recognize this lack of precision in Marshall’s work, 
because he has treated the matter of expectations in a general sense 
with thoroughness. The types of information which may affect expec- 
tations and plans are nowhere better described. For example, we are 
introduced to the speculative builder who weighs every type of evidence 
regarding the costs and demands for homes before building. The work- 
ings of the minds of the grain merchant and the clothmaker are even 
more fully explored. The consideration of a particular set of possible 
modes of decision-making is lacking, and this lack is critical. 

Since the postulates themselves are inadequate for construction of 
an uncertainty system, the deductive consequences of any assumed 
formulation of economic behavior under uncertainty cannot be effec- 
tively stated. Even if we read Marshall’s description of individual be- 
havior as a theory of speculation, it is not clear what the consequences 
are. Marshall resorted to approximations to equilibrium, and this is 
obviously not adequate as a description of the economic process. Spec- 
ulative behavior does not necessarily lead to equilibrium; we need to 
know when, how, and in what degree it does lead to equilibrium. 

The point to be emphasized is that the problems of creating an un- 
certainty economics are well presented in Marshall. These are: (1) 
how to state principles of behavior when individuals attempt to maxi- 
mize welfare under conditions of uncertainty, (2) how to combine 
these principles with assumed sets of economic experience of indi- 
viduals to obtain the implied actions of individuals, (3) how to trace 
the economic consequences of (1) and (2) in the whole economic 
system, thus determining the experience of individuals (and hence 
the data of (2) at a later date). Later writers have tended to seize 
upon the defects of Marshall’s equilibrium system for comment and 
correction, and have neglected the important questions posed by the 
work, 

In recent times much has, however, been done in developing the 
uncertainty elements of Marshall’s work, though with little stress 
upon the relation of this work to the Marshallian tradition. For ex- 
ample, the translation of maximization of welfare principles into un- 
certainty situations through the use of probability notions has been 
made by various writers. More formalistic statements have been sug- 
gested by Professor Gerhard Tinter and Professor J. Marschak.’ These 


Gerhard Tinter, “The Theory of Choice Under Subjective Risk and Uncertainty,” 


> metrica, Vol. 19, Nos. 3 and 4 (July and Oct., 1941), p. 298, and “A Contribution to 


tatic Theory of Production,” Studies in Mathematical Economics and Econometrics 
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statements are simple extensions of classical statements and are ade- 
quate to show, for example, that speculative monetary behavior is an 
inherent part of rational behavior. If price estimates are probabilit, 
estimates, then the holding of money has certain advantages readily 
stated in terms of traditional maximization theory. 

Investigations have been made into the implications of economic 
behavior under uncertainty. For example, Professor Frisch’s work on 
production time lags deals with the effects of investment decision on 
future economic life and thus deals with the implications of decisions 
made on the basis of past experience and uncertain knowledge of the 
future.” This study is directly related to the Marshallian notions oj 
long- and short-run costs. The cobweb theorem, the accelerator prin- 
ciple, and studies of inventory cycles also consider the implications oj 
patterns of decision-making under uncertainty. 

Many empirical studies develop and consider dynamic patterns oi 
behavior. Reference is to such studies as those of the National Bureav 
of Economic Research on cash balances, inventories and professional 
income, and to such as those of Professor J. Tinbergen on factors affect- 
ing entrepreneurial decisions of investment. It seems likely that the de- 
velopment of theoretical uncertainty systems will require such empiti- 
cal grounding, since the number and complexities of plausible a priori 
systems are greater than for equilibrium economics. It is surely pos- 
sible and perhaps desirable that these researches be better coordinated 
with a general dynamic or uncertainty system of thought built up 
along Marshallian lines. 


III 


Professor Frank Knight was foremost among those who saw the difii 
culty in Marshall discussed above, namely the looseness of the rela- 
tion between behavior under uncertainty and equilibrium analysis 
Risk, Uncertainty, and Profit is largely devoted to the task of making 
classical thought rigorous.’ This objective is tackled and achieved in 
the sense that definitions and assumptions are made precise under the 
special conditions of certainty. The result is an excellent criticism ©! 


(University of Chicago Press, 1942); J. Marschak, “Money and the Theory of Asset 
Econometrica, Vol. 6, No. 4 (Oct., 1938), p. 311. 

* Ragnar Frisch, “Propagation Problems and Impulse Problems in Dynamic Economic: 
Economic Essays in Honour of Gustav Cassel (London, 1933), pp. 171-205. 

*“We have developed an historic body of theoretical economics which deals with ‘ten¢ 
encies,’ i.e., with what would happen under simplified conditions never realized, but always 
more or less closely approached in practice. But theoretical economics has been much less 
successful than theoretical physics in making the procedure useful, largely because !t 
failed to make its nature and limitations explicit and clear.’’ Op. cit., p. 16. 
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-lassical thought and the beginning of a new type of institutional eco- 
nomics. From the standpoint of technical economic analysis, the work, 
however, had the unfortunate tendency of constraining classical 
thought to ideal and unreal situations. 

An outline of the work is sufficient to indicate its nature. We have 
first a picture of economic life under conditions of certainty, that is, 
an equilibrium system or, as Knight calls it, a system of perfect com- 
netition. We are introduced to the calculations of a boy eating berries, 
the weighing of costs and returns of the healthy appetite which knows 
what it wants and how to get it. We follow to the more complicated 
calculations of Robinson Crusoe, to the pure exchange economy, and 
finally to the specialized capitalistic economy. We are shown in bril- 
liant exposition that as long as the alternatives open to each individual 
can be clearly formulated, an economic system based on such founda- 
tions makes sense and possesses certain optimum properties for human 
welfare, however complicated and specialized the rdles of the individ- 
ual members of that economy may be. 

The second part of the work is devoted to a consideration of the 
effects on such a system of uncertainty. If the calculations of individ- 
uals are upset by uncertainty regarding their alternatives, what then? 
We learn that various changes occur in the structure of organized so- 
ciety. Specialists assume the role of estimating alternatives. The en- 
trepreneur and his staff of hired sharers of the task, come into being. 
And with the new réle comes a new economic return, profit (and loss), 
the reward to “superior” ability in appraising the alternatives of eco- 
nomic choice and activity. The place of economic institutions, the firm, 
management, captalists, speculators, etc., in the economic task of 
allocation of economic resources is brilliantly illuminated. 

It will be observed that Knight has reversed the Marshallian order 
of study. Whereas Marshall conceived of behavior first and attempted 
to deduce the laws of economic life, equilibrium occupying a kind of 
catalyzing role, Knight reverses the approach. He defines equilibrium 
lirst, and considers behavior in terms of its relation to equilibrium. 
This is an excellent device for the purpose of relating the work of 
economic institutions to the aim of economic life. The contrast of the 
straight road of economic life with the crooked road can be used to 
explain the nature of things. It is not, however, a good device for im- 
proving the understanding of the economic process itself as distinct 
irom the kind of forces which act on it. The Marshallian task of de- 
scribing the dynamic process is circumvented. By taking equilibrium 
as his point of departure, Knight constrains classical thought. Mone- 
tary and dynamic problems are excluded. The approach is essentially 
moralistic and philosophical. 
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IV 

Professor J. R. Hicks in Value and Capital has undertaken an ey. 
tension of equilibrium economics to a monetary system. He uses equi- 
librium conditions as a basis for a set of dynamic determinants, rein. 
terpreting the formal relationships of equilibrium in a wider significance 
He believes that the method of general equilibrium makes possible this 
expanded use of equilibrium notions.*® Unfortunately, however, Hicks 
neglects the behavioristic part of his apparatus. By overlooking the 
implicit behavioristic assumptions of static analysis, he puts more weight 
on the formal determinants than they can bear, and the attempt to build 
a dynamics out of statics fails. There is triumph in this failure, how- 
ever, since it is done so explicitly that it exposes the impossibility of 
this approach which has been utilized by many writers, and with ill 
success.” 

Although Hicks develops two analytical schemes, a statics and a 
dynamics, and characterizes the two on the basis of the exclusion or 
inclusion of time as a basic ingredient of the system, it is uncertainty 
that more strikingly distinguishes the two. In the statics there is no 
mention of choice under uncertainty, all individual choices being 
made among known alternatives. In the dynamics, uncertainty plays 2 
prominent réle, the cheory of interest in particular being based largely 
on risk concepts.** But the difficulties of uncertainty which are seem- 
ingly avoided in ihe statics actually arise there too. Uncertainty is so 
treacherous a matter that it rears its ugly head in unforeseen places 
and it had caused Hicks trouble before he was aware of its existence 

For purposes of the present discussion it will suffice to consider 
one phase of Hicks’ work, the static pure exchange economy. Hicks 
uses this model himself and it simplifies the discussion. Production 
under conditions of certainty is not a source of important complica- 
tions, and can be safely subordinated. We picture, then, an economy 
composed of a group of consumers each of whom has an initial stock 
of one or more of » consumer goods. Trade takes place among the 
consumers under conditions of perfect competition. What are the terms 
of trade? 


““T believe I have had the fortune to come upon a method of analysis which is 4p- 
plicable to a wide variety of economic problems. . . . The method of General Equi 
librium, which these writers (Walras, Pareto, and Wicksell) elaborated, was special 
designed to exhibit the economic system as a whole. Our own work is bound to be in 
their tradition.” Op. cit., pp. 1, 2. 

Paul A. Samuelson has pointed out such difficulties in Hicks’ methods. Op. cit., PP 
269-75. 

* But not exclusively so. A careful reading of Chapters XVII, XVIII, XXIII, ane 
XXIV shows that time preference and productivity of indirect processes are essential parts 
of the interest determination. Hicks treats these determinants through the device of the 
effect of interest rate changes on behavior and not conversely, thus very largely concealing 
their existence. 
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Hicks defines equilibrium conditions of trade in a thoroughly tradi- 
tional manner. We have one good chosen for a numéraire and we as- 
sume a preference function for each consumer. Equilibrium is deter- 
mined where (1) the ratio of marginal substitutability of each two 
goods equals the ratio of prices for each consumer, (2) each individ- 
ual’s budget is in balance, (3) total sales equal total purchases of each 
commodity. The definition of Walrasian equilibrium by the fulfillment 
of these simultaneous conditions is conventional and requires no com- 
ment here. 

Hicks defines stability of equilibrium in terms of excess supply when 
non-equilibrium prices are considered.’* To consider the stability of a 
market for one commodity a, we consider the price of a to be out of 
equilibrium, say, for convenience, above the equilibrium level. For the 
other n-l prices we consider n-l possibilities where any m prices are 
at new “auxiliary” equilibrium levels preserving equality of demand 
and supply for them, and the remaining n-l-m prices are at original 
equilibrium prices. If supply exceeds demand for @ in each of these 
situations, the market is said to be perfectly stable. Thus stability is 
defined essentially by maintaining conditions (1) and (2) of equilib- 
rium and asking what happens to equation (3) when non-equilibrium 
prices are considered. The sign of the difference of supply and de- 
mand is taken to define stability. Too high a price must create excess 
supply if the market is to be stable. 

With one exception to be noted presently, this is a harmless logical 
exercise provided it is understood that it is not an economic argument 
and that nothing is being said about the operations of markets. The 
problem of how markets behave in disequilibrium cannot be discussed 
within bounds of assumptions of trade under conditions of certainty. 
No trade will occur at disequilibrium prices under such conditions. 
If we maintain conditions (1) and (2) of the equilibrium conditions, 
condition (3) must be maintained also, since some individual acts con- 
trary to his best interest (assumed in [1]) if supplies and demands 
ire not equal. We thus have a contradiction. To put the argument an- 
other way, if trade takes place at non-equilibrium prices, somebody 
has cause to regret that he allowed these prices to be maintained. Who 
those persons are that have such regrets, and what commodities are 
involved are matters that cannot be discussed within the framework 
of choice among known alternatives. To discuss disequilibrium markets 
new assumptions involving speculative and uncertainty behavior are 
necessary. The old Marshallian dilemma has not been solved. 

In one case even the formal properties of the Hicksian stability 
analysis break down. This is the case of perfect stability. If n-l prices 


Op. cit., p. 67 and p. 315. 
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are at “auxiliary” equilibrium levels, maintaining equality of supply 
and demand in those markets, the nth price must be an equilibrium 
price too. There is no meaning to perfect stability as Hicks defines jt. 
If all individual budgets balance at a given set of prices and p-] 
markets are in equilibrium, the nth market must also be in equilibrium, 

The truth is that the Hicksian devices are essentially ones of com- 
parative statics and not of stability. The Slutsky equation interpretation 
of consumer behavior analyses the change in individual purchases of 
goods when prices of goods change. But the significance of a price 
change in a general equilibrium system can only lie in a change of 
tastes or some other parameter of the system; it has no disequilibrium 
significance. A price change to a whole system has reflected, but not 
original, properties. Thus the Slutsky equation and other Hicksian 
devices for discussing “stability” and “laws of markets” are essential- 
ly methods of comparative statics. It is here that the true path of 
Hicks’ analysis lies. The shift in point of view from partial to general 
equilibrium is important to problems of comparative statics, but it 
does not meet the problems of uncertainty, dynamics, and monetary 
events.*° 


“ Hicks’ error lies in deriving market supply and demand functions from individual 
supply and demands derived in turn from equilibrium conditions of individual traders and 
then considering these aggregate equations independently under nonequilibrium conditions 
which he is not entitled to do. The equations still define equilibrium. 

We have given consumer preference functions for P people say %; (x:),j = 1,2,—,P 
i= 1,2,—,n, and P sets of initial stocks of goods say xij. Let pz, Ps, — Pn represent prices 
which put the corresponding markets in equilibrium. Letting Ai; denoté the quantity whic! 
each individual buys (or sells if negative), we have under the hypothesis of perfect stability 


P 
j=l 


Let p: be any price whatsoever for the good 1. Since each individual balances his budget 


P n 
LPids = 0 
j=l t=! 
Aggregating and combining, one obtains 
P 


n n P 


t=2 j=l 


or 
P 
piAy = 0 
jal 


Thus p; must be an equilibrium price also. If individual budgets balance there can be n 
set of prices such that only one of them is out of equilibrium. But perfect stability \ 
defined in terms of one price being out of equilibrium. 

8 Hicks’ misunderstanding of the nature of his methods results in another error of i 
portance, namely, the assertion that in a world of substitutary commodities a change in 
demand will change all prices in the same direction. If trade takes place between A and 5 
and A has a preference function depending on a parameter a, then a change in a increas- 
ing the demand for one good may raise or lower the equilibrium prices of substitutary 
commodities. Cf. Value and Capital, p. 75 and p. 255. 
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Although the extracts from the history of traditional economics are 
scarcely sufficient to serve as a basis for generalization about the re- 
lation of traditional thought to monetary systems, they do suggest 
certain conclusions. First, is the obvious one that the behavior postu- 
lates are fundamental to the statement of economic theories, and that 
the manner in which the postulates treat the certainty of choice of 
alternatives is crucial. The temptation to restrict traditional thought 
to certainty conditions has hindered its development. On the other 
hand. it was not so restricted in Marshall and there is no reason to re- 
strict it except for the great intellectual labor required for its exten- 


sion. 

Secondly, we note that when traditional thought is viewed in the 
manner here advanced, much current economic research of a non-static 
variety does bear on the problem of extending classical thought. 
Thirdly, we venture to suggest that monetary systems are essen- 
tially short-cut devices to cut through the complexities of erecting a 
classical system of uncertainty economics out of maximizing postu- 
lates. It was perhaps inevitable that pending the establishment of such 
i basic system, other systems would be forthcoming to fill the intel- 
lectual void created by their absence. Reflection upon the nature of 
the devices utilized in monetary economics indicates that these sys- 
tems fit that description very well. The basic device is to postulate 
human behavior in terms very closely allied to the properties of the 
system which it is desired to determine. In that way the intellectual 
problem of passing from postulate to conclusion is much reduced, and 
the economic system made much more manageable. 

A familiar example is the quantity theory of money. Here the postu- 
late defines behavior in terms of the ratio of cash balances to expendi- 
tures. A whole complex of problems regarding the determinants of 
expenditures is avoided. Given such a postulate, conclusions regard- 
ing velocity, volume of transactions, and price levels are readily forth- 
coming. A handy tool of analysis is thus provided. 

With Keynes, the postulates are more complex although essentially 
of the sort under discussion. Marginal efficiency of capital, propensity 
to consume, and liquidity preference are omnibus postulates, deter- 
mined by all kinds of economic factors. Once given, however, they lead 
quickly to determinate results. They act as guide posts amongst the 
complexities of economic life, and are for that reason very convenient 
and useful. 

Lange has now introduced a monetary device of this kind which is 
ol startling simplicity and generality. Human behavior is described 
in terms of its propensity to accumulate cash, and this propensity is 
related directly to problems of unemployment of resources. This de- 
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vice will now be examined to see how adequate it is for the analysis oj 
monetary and employment problems, and to see what light it sheds on 
the nature of neoclassical economics. 


VI 


The excess demand for cash balances is a budgetary identity ap. 
plicable not to what happens in the economic world, but to the plans 
of all individuals and firms as of a given time. Confronted with a given 
situation, each individual will have a plan to get into or out of cash 
at the expense of getting out of or into commodities and securities. The 
amount of cash which it is planned to accumulate is defined as the 
excess demand for cash balances. The “accumulation” may be negative 
in case the desire is to lower cash balances. This aspect of individuals 
plans, the contemplated cash accumulations (or releases), is the key 
to the analysis of the course of economic events so far as employment 
problems are concerned. All other aspects can be channeled into ; 
consideration of this one. 

Consider an individual, firm or household confronted with a set oi 
prices for goods of all kinds, namely, factors, commodities and securi- 
ties.‘ The individual will decide to buy or sell each good in given 
amounts during such a time period. Mathematically, if prices are p,, 
i == 1, 2, —, n and if the quantities he plans to buy or sell are s, 
where a positive si denotes a sale and a negative si denotes a purchase, 
his surplus of sales is x == pis: + — -++pnSn. He plans to accumulate 
a given amount of cash x which is his individual excess demand for 
cash balances. If his excess demand for cash balances is negative, it 
means that he finds prevailing prices so attractive that he plans to 
lower his cash balances over the period. 

Since the individual’s excess demand for cash balances refers to his 
plans and not to his actions, there is no difficulty in passing from in- 
dividual to aggregate excess demand for cash balances of the entire 
economy. The sum of individual excess demands is the aggregate ex- 
cess demand for cash balances, which is also the total quantity oi 
money which the whole community would like to accumulate during 
the coming time period if it could. 

Aggregate excess demand for cash balances can also be obtained 
by adding first by commodities instead of by individuals. For an 10- 
dividual good, each person has a net planned purchase or sale, po0s- 
sibly zero in size. Add all these together and we have excess supply 
of the good, that is, the excess of planned sales over total planned pur 
chases in the community for that good. Again the excess supply ma) 
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“Goods include all valuable objects except cash. Commodities are goods other the 


securities. Op. cit., p. 3. : 
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be negative. If we add the money value of these excess supplies over all 
soods we obtain once more aggregate excess demand for cash balances. 
» It will be noted that excess demand for cash balances has both a 
: monetary and real connotation; it is defined in terms either of mone- 
tary plans or of real plans. This dualism makes ready discussion of 
real or monetary developments possible. The excess demand for cash 
balances is also an aggregate of individual plans, so that transition 
from micro- to macro-statements is singularly easy. Lange has created 
4 device which can be used to discuss the widest variety of economic 


problems. 


S 
| 0 A B x 
FIGURE 1 


Lange identifies unemployment with excess demand for cash bal- 
ances. This is a central point of his analysis. The excess demand for 
cash balances represents the desires of the community to obtain addi- 
» tional cash in a time period and also equals the sum of excess supplies 
' of commodities. These excess supplies, the excesses of planned sales, 
; define unemployment. Diagrammatically Lange represents excess sup- 
ply for a particular good in the economy as the quantity AB = PQ 
in a supply and demand curve chart as shown in Figure 1. This quan- 
tity AB represents the surplus of planned sales at the price OC in 
the whole economy for the particular good. Total unemployment is 
obtained by adding the values of these quantities for all goods 
(LOC x AB). Some of the excess supplies may be negative, but if 
s the summation is positive, there is unemployment, while a negative 
€xcess supply represents an inflationary situation. 

What determines excess demand for cash balances? To answer this, 
p Lange considers a basic simple economy of perfect competition, static 
) ©xpectations, and absence of international trade, where the determi- 
4 nants of demand for money can be readily stated. Static expectations 
z mean that each member of the economy acts on the basis that present 
ruling prices will be future ruling prices. The first thing to notice, 
Lange argues, is that under these conditions, relative prices are of 
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secondary importance in the problem of unemployment.” The level oj 
excess demand for cash balances is not influenced by relative prices 
except in so far as they operate through the monetary effect. By: 
though employment is not affected by relative price changes, it may ly 
affected by the price level itself. For as prices fall, the effective total 
amount of money in the system is likely to increase and this facto; 
does bear on the employment situation. 

It thus turns out that in this initial situation the question of ew- 
ployment depends only on the amount of money in the system. Since 
relative price questions are secondary in importance, attention can be 
confined to proportional changes in all prices.’* In the author’s words, 
the operations of a competitive economy of price flexibility will lead t 
full employment if, and only if, “a proportional fall in all prices in the 
economy (interest rates being kept constant and bond prices, conse- 
quently, being excepted from the general fall) would reduce the exces: 
demand for cash balances to such an extent that substitution of goods 
for money takes place.’’’* This condition, if satisfied, is labelled a pos- 
tive monetary effect (of a general price change) by Lange. If a price 
change makes matters worse, the monetary effect is negative, and if 
it has no effect, the monetary effect is neutral. 

Furthermore, Lange says, in the simple basic economy under analy- 
sis, the monetary effect is positive. The law of diminishing returns 
applies to cash balances. The more one has in terms of its buying 
power, the more one will spend. Consequently, declines in prices (the 
real quantity of money increasing) encourages greater expenditures. 
and hence produces a lower excess demand for cash balances, and less 
unemployment. In this pleasant pastoral scene all goes well. The con- 
clusion of traditional economics that flexible prices will guarantee 
full employment is correct, even though its argument was false. Little 
Peter, the positive monetary effect, can do the job. 

"This is a crucial point and one on which it is difficult to be absolutely sure abou! 
Lange’s intention. Since Lange introduces relative prices as a part of his original data and 
since he admits that with a positive monetary effect, relative price adjustments do aitec 
excess demand for cash balances, it may appear that the statement of the text is fase 
However, it must be noted that the monetary effect is defined in terms of proportion 
change in all prices and that the effect of relative prices is inoperative unless a positiv’ 
monetary effect is in operation. The dependence of the Lange argument on homogeneou: 


systems and the association of that argument with the Cambridge cash balance theory 4s 
support the statement made above. See Lange, op. cit., pp. 16, 17, 99. 

Special attention has to be paid to fixed dollar income obligations, notably to bonds 
The fixity of their dollar value keeps their prices tied very closely to money. Thus 
change in all prices really means a change in all prices except of bonds. A decline in pric 


automatically makes bonds more attractive relative to money, since their real purchasin: 


power increases. Thus bonds and commodities fall equally relative to cash if bond prc 
remain constant and all other prices fall proportionally. Op. cit., p. 15. 
Ibid., p. 7. 


on 
to s 
cha: 
expt 
pret 
tow: 
was 
tion 
deve 
futu 
ages 
com 
8) 
thus 
tor-s 
the 
tion 
deme 


ably 
leged 
ances 

Co 
tweer 
Ibvio 
not te 
tion 


trom 
equilil 


[ne 
eI 
cash 
these 
a 
| 
| 
J 


“NEOCLASSICAL ECONOMICS AND MONETARY PROBLEMS _ 877 


But now the scene changes. Into the pastoral scene are introduced 
the wolves of elastic price expectations, imperfect competition, pro- 

ensity to consume, capital accumulation, technological uncertainty 
me factor-saving innovatiens. How will little Peter fare among these 
wolves? We soon learn. The only question is which wolf will eat him 
first. 

The bearing of these determinants, elastic price expectations, etc., 
on the excess demand for cash balances is intricate in detail, but easy 
to see in broad outline. Elasticity of expectations determines how any 
change in current prices affects expected future prices. Highly elastic 
expectations would mean that any changes in prices would be inter- 
preted as significant of further changes and lead to a strong movement 
toward or away from cash, depending on whether the change in price 
was down or up. Low propensity to consume makes for an accumula- 
tion of cash unless a suitably favorable borrowing and lending process 
develops to fulfill the desire for saving. Uncertainty acts to make the 
future bleak and all future transactions unfavorable. It thus encour- 
ages the holding of cash, since cash less than any other form of wealth 
commits the holder to future transactions. 

Oligopoly is a little different. Its acts by price-fixing agreement and 
thus thwarts the effects of price flexibility before it can operate. Fac- 
tor-saving innovations lower the demand for factors, thus increasing 
the gap between demand and supply for factors. Capital accumula- 
tion exhausts the profitable outlets for investment, thus lowering the 
demand for cash and contributing directly to the excess demand for 
cash balances. Such are the main elements of the argument. Inter- 
national trade and policy problems are also considered by Lange, but 
these are not essential parts of the argument. 

rhe problems which Lange’s analysis raises fall naturally into two 
parts, one the question whether excess demand for cash balances suit- 
ably defines unemployment, the second the question whether the al- 
leged determinants satisfactorily define excess demand for cash bal- 
ances.” 

Consider the first of these. Just why, we may ask, does a gap be- 
tween demand and supply measure unemployment? It is by no means 
bvious that such a gap defines unemployment, since that gap applies 
not to events but to plans of economic units. Without further specifica- 
tion of what happens in a disequilibrium situation as distinguished 
from what people plan to do, it is impossible to know what dis- 
equilibrium involves. The ex ante definition tells us that excess supply 
These criticisms concern mainly the consistency of the structure and its relation to 


‘tional thought. Broader methodological questions have been raised by Milton Fried- 
n this Review, Vol, XXXVI, No. 4 (Sept., 1946), pp. 612-31. 
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exists in terms of a given price situation, but lacking information as t) 
what happens as regards purchases, sales, and prices, how are we 
to know what unemployment is ex post? 


We can see why excess supply might be considered as defining up. on 
employment if we consider a labor market in which the supply curve (1) 
is intersected by the demand curve at a price below the existing price. soni 
The unemployment occurs if the actual amount sold is that demanded ene 
at the existing price. The excess supply is idle in fact and hence de. ies 
fines unemployment. The buying parts of plans are carried out, the Und 
selling parts are not. One can infer that the same applies to other dise 
markets than labor and that unemployment is defined by excess supply the 
generally, because the prevailing price is also the ruling price in which ol p 
the amount sold is determined by demanders’ willingness to buy at cxce 
that price. In other words, it has been implied that we are dealing with to b 
cases of administered prices. Competition is of that particular kind tral) 
where price adjusts more slowly than quantity.** Disequilibrium cu- W 
minates not in price adjustments in the first instance, but in quantity deter 
sold disappointments. This is implied by Lange, since a contrary in- toril 
terpretation that price adjusts more quickly and that the quantity ey 
sold is that which sellers want to sell would not define unemployment cash 
It is only if sellers keep their goods and buyers keep their money that aeding 
excess demand for cash balances results in unemployment. will 

The gap between supply and demand at a disequilibrium price can activ 
be used as a definition or measure of unemployment only in terms of — 
a particular market analysis. But this market analysis is not supplied. wanes 
We are given in fact no description of how excess demand for cash Thus 
balances is carried into unemployment but left to conclude vaguely es 
that because cash is in demand in time of unemployment, it is a sufi seasters 
cient explanation thereof. It cannot be denied that in the real world WI 
periods of unemployment are periods of desire for cash, but that the & of th 
relation is causal is by no means clear. By neglecting the market of be 
mechanism, Lange leaves us with a very incomplete analysis. a 

There appears, in fact, to be some contradiction in Lange as regards nif 
the market mechanism. In his discussion of imperfect competition, " 
Lange suggests that he was not thinking in terms of administered | " 
prices under perfect competition along the lines of the above inter a h 
pretation. He is careful to distinguish imperfect competition from per- ip 
fect competition on the grounds that supply always equals demand : Lae 
for monopolies whereas under perfect competition it does not. In other ey 

*t Whether or not administered prices can fall under the heading of perfect competition mal p 
is a definitional matter not readily settled. Lange does not define perfect competition 20) 


does not face the problem. 
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words, monopolies meet the fact of excess supply by curtailing sales, 
in short, by administering its prices. Witness the following: 

The removal of the assumption of perfect competition thus introduces the 

following modification into the picture developed in the preceding chapters. 
(1) There is no excess demand or excess supply in monopolistic or monop- 
sonistic markets. Disequilibrium in such markets consists in the monopolists 
selling or the monopsonists buying a quantity different from that which 
maximizes their profit.?* 
Under monopoly we are to picture supply differing from demand at a 
disequilibrium price maintained until entrepreneurs see fit to adjust 
the price to more profitable levels. But it is exactly this interpretation 
of perfect competition that allowed us to identify unemployment with 
excess supply. So far as market processes are concerned, there seems 
to be no difference between monopoly and competition, though the con- 
trary is alleged. 

We come now to the second basic question, whether the alleged 
determinants, static expectations, and perfect competition satisfac- 
torily define excess demand for cash balances. The fact is that static 
expectations are not only insufficient to determine excess demand for 
cash balances, but are inconsistent with it. The same problem arises 
as arose in Marshall. If individuals really believe that present prices 
will continue, they will be able to calculate profits for each line of 
activity. They will then wish to convert completely into cash or (in 
most situations) completely out of cash, since some profitable ven- 
tures will surely exist in any given disequilibrium price structure. 
Thus excess demand for cash would be zero. A determinate level of 
excess demand for cash balances is in fact inconsistent with the initial 
assumption with which it is discussed. 

While this is the most striking instance, other lacks of basic analysis 
of the market process are evident. For example, what is the relation 
of business income to personal expenditures, and how are dividend 
payments fitted into a supply and demand statement? Why are not 
gaps between supply and demand themselves determinants of plans as 
well as definers of unemployment? Such questions are not answered. 
There is no adequate set of assumptions regarding economic behavior, 
and hence no adequate analysis of the economic process. Except for the 
recognition of the importance of speculative behavior and of money, 
no progress is evident over Marshall, and there are evidences of retro- 
gression. 

If the basic apparatus of Lange’s analysis is accepted, then the for- 
mal properties of the effects of elastic price expectations, uncertainty, 

Op. cit., p. 43. 
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propensity to consume, etc., on excess demand for cash balances {o). 
low in logical fashion in the manner in which Lange has presented 
them. But, though the logic is correct, some peculiarities about the 
presentation are worthy of mention. As Lange sees it, curtailment o 
demand, expansion of supply, and failure of price adjustments to set 
off the action of the monetary effect will operate to expand exces 
demand for cash balances. He is thus in a position to emphasize any 
one of these three factors that he chooses in a kind of ceteris pariby 
arrangement of his own. He is under no obligation to state all poss 
bilities. In some instances he is far from complete. We hear nothing 
for example, about how decreased supply can reduce excess demand 
for cash balances, a result which might well be forthcoming from un- 
certainty and such influences. The most interesting instance, however, 
occurs where Lange steps over into the field of classical thought to 
discuss matters of relative proportions of factors, as he does in connec- 
tion with innovations and also with capital accumulation. It is interest. 
ing to compare the two arguments. 

The exhaustion of investment opportunities which Lange feels has 
occurred in modern economic life can be explained in classical terms 
Capital goods are subject to diminishing returns, and every increment 
to their stock reduces their worth. Witness “. . . an increase in the 
stock of (some or all) investment goods that is not accompanied by a 
proportional increase in the supply of primary factors leads to a de- 
cline in the marginal physical productivity of the former.”** This is 
an argument based on classical theory of proportions of factors. The 
higher the proportions of capital to factors in the production process. 
the lower the marginal productivity of capital. This means that interest 
rates fall since the demand for funds depends on the productivity 0! 
capital. In the classical treatment of this point, the argument develops 
that as the proportion of capital increases, the marginal productivity 0! 
labor rises, and wages rise. Lange does not follow the classical argu- 
ment this far, however; rather he emphasizes that as the demand for 
capital falls, there is unemployment and a decline in wages. After 
this the results depend on the nature of the monetary effect. 

Lange has another argument based on proportions of factors in col- 
nection with factor-saving innovations. An important case is that fewer 
primary factors (labor) may be required as the result of innovation 
In such case the effect of the innovation is to create a relative excess 
of primary factors, thus throwing people out of work. Unemployment 
results, hence falling prices, with good or evil resulting depending 
upon the nature of the monetary effect. The argument is just like the 
one regarding capital accumulation. Here the factor-saving innovatio! 


** Op. cit., p. 67. 


tion 
of tl 


effor 
non- 
pleti: 

TI 
in wi 
come 
Hick 
tor p 
unem 
uncer 
is the 

La. 


i 

| 
| 


\EOCLASSICAL ECONOMICS AND MONETARY PROBLEMS 8381 


creates excess supply of laborers, whereas capital accumulation created 
4 shortage of laborers. It would seem that the factor-saving innova- 
tion is just the thing that is needed to prevent the excess proportion of 
capital. The failure of the * ‘supply of primary factors” which Lange 
speaks of in the capital accumulation argument seems to find a friend 
in factor-saving innovations. Lange, however, notes no connection be- 
tween the two arguments. In one case the accumulation gave rise to 
an excess of capital which stopped investment and caused unemploy- 
ment. In the other case, the innovation gives rise to excess labor supply 
and causes unemployment. Either way the result is bad in this diaboli- 
cal world. 

We conclude that the basic problems unanswered in Marshallian 
economics have not been answered by Lange. What are the basic deter- 
minants of economic behavior, and what are their implications to 
economic life? On these questions little light is shed. An effort has 
been mac de to state behavior in terms of the propensity to accumulate 
cash, but the manner in which this propensity is related to operations 
of the economic world has not been made clear. 

VII 

Lange has asserted (developing a theme of Keynes) that classical 
economics is inherently incapable of treating problems of trade fluctua- 
tions and monetary developments. He purports to develop a theory 
of these problems adequate to reveal the inherent classical constraint. 
An examination of Lange’s work does not support this claim. An 
examination of parts of classical doctrine does not reveal such inherent 
constraint. 

In Marshall’s work we see an effort to state a general economic 

theory involving all elements of economic life. Many of the elements 
of a sound dynamic and monetary economics are included. The trouble 
is that the description is vague and incomplete at many points. The 
efiort, however, is obviously to see how the economic system works in 
non-equilibrium situations. There seems to be no obstacle to com- 
pleting this system except the intellectual labor required. 
_ The seeming divorce of classical and monetary thought can be seen 
in works where the back is turned on uncertainty, and equilibrium be- 
comes the subject of discussion. In Knight this is done by design. In 
Hicks it appears to happen unknown to the author. The essential fac- 
‘or preventing these works from dealing adequately with problems of 
unemployment is the lack of definitive statement of behavior under 
uncertainty. This rather than partial or general equilibrium questions 
is the crucial matter. 

Lange’s work intended as an analysis of the limitations of classical 
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thought ends as tribute to its usefulness in monetary analysis, |}; 
basic failure is inherited from Marshall, a failure to state the be- 
havioristic assumptions definitely. It is, however, a poorer work thay 
Marshall’s in that the essential lacks are covered with analytical super- 
structure. Classical methods of market analysis are used extensive) 
although with some inconsisiency of argument. 
No natural barrier between classical and monetary thought exists 
On the contrary, the different approaches are supplementary. Classica) 
thought contains and requires monetary notions. Monetary economics 
requires individual market analysis. The points of departure of the 
different systems are perhaps different, but there is no reason to believe 
that when the best monetary system and the best classical system hav 
been written they will differ in subject matter or conclusion. 


MARKET STRUCTURE AND MONOPOLY POWER! 


By ANDREAS G. PAPANDREOU* 


I 


The increasing tempo of successful prosecutions of violators of our 
antitrust legislation is once more bringing to our attention the relation- 
ship between market or industry types and monopoly power. This may 
well provide a badly needed opportunity for a general reconsideration, 
extension and modification of some generally held concepts regarding 
this relationship, in the light of recent theoretical contributions.? Among 


the problems which call for serious study are those which relate to the 
bridged gap between the economic and the legal concepts of monopoly 
nd competition. Pioneer work has already beer done in this area,’ 
t it does not go beyond the initial stage of breaking the path for fur- 
ther research. 
One important reason for this gap between the legal and economic 
cepts of monopoly is their difference in emphasis. Whereas the 
awyer deals with competitive relationships, the economist is primarily 
erested in the allocation mechanism and welfare economics. To put 
t in somewhat different terms, the economist is primarily concerned 
with the power relationships between sellers and buyers, and the manner 
i which these relationships may affect the operation of the allocation 
mechanisrn and interfere with the “perfectness’”’ of competition; the 


awyer, on the other hand, is primarily concerned with the power rela- 
nships between sellers or between buyers, and the manner in which 
these relationships may affect the “freedom” of competition. Both ap- 


proaches are of course legitimate. We must recognize, in fact, that there 
re many ways of looking at a firm’s power within a given market struc- 
Despite the fact that all relate to a firm’s position (or behavior) 
n the market, they focus on different aspects of the complex set of 
relationships between sellers, between buyers, and between sellers and 
the author is associate professor of economics at the University of Minncsota. 
Che paper is restricted to the study of monopoly power in selling. It should not be difficult 
extend the conclusions reached in this pape to the study of monopoly power in buying. 
ee See Joseph Schumpeter, Capitalism, Socialism and Democracy (New York, 1942), pp. 81- 


Mason, ‘Monopoly in Law and Economics,” The Yale Law Journal, Vol. 47 
pp. 54-39, reprinted in Readings in the Social Control of Industry (Philadelphia, 1942), 
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buyers, which are present in every market structure. We may attempt 
to define and measure a firm’s power over the buyers of its products 
or over its competitors in selling, or over its competitors in buying, o; 
over the economy as a whole. In all these cases we are dealing with the 
same set of structural facts, but isolate some particular aspect of the se 
for definition and measurement. 

Professor Abba P. Lerner’s‘ definition and measure of monopoly 
power is typical of the economist’s approach to the problem. According 
to Professor Lerner “. . . the mark of the absence of monopoly is the 
equality of price or average receipts to marginal costs. . . .”° His approach 
runs in terms of welfare economics, and his index of monopoly power, 
Price—Marginal Cost/Price, is most appropriate in the analysis of the 
effects of monopoly on the allocation of resources. Attempts to use this 
index of monopoly power in dealing with problems not involving the 
allocation mechanism have not been particularly successful.® 

Measures focusing on different aspects of monopoly power have been 
suggested by economists, but none has been as popular with the pro- 
fession as the Lerner index. A measure of supernormal profits has been 
proposed by Professor Bain.’ It is based on the discrepancy between 
price and average cost. Such a discrepancy, Professor Bain claims 
“is significant because of its influence directly on the functional dis- 
tribution of income, and indirectly on the propensity to consume, the 
level of employment, etc.’’* This measure, however, must be used very 
carefully. It does not pertain to monopoly power Stéricto sensu, but 
“lumps together the effects of monopoly, monopsony, limit to entry 
and .. . also to some extent, the effects of frictional forces in a competi- 
tive system, like ignorance and special degrees of uncertainty.” 


4A. P. Lerner, “The Concept of Monopoly and the Measurement of Monopoly Power,’ 
Rev. Econ. Stud., Vol. 1 (1934), pp. 157-75. 

5 Tbid., p. 161. 

® See M. Kalecki, ‘‘The Determinants of the Distribution of the National Income,” Econ 
metrica, Vol. 6 (1938), pp. 97-112; R. H. Whitman, “‘A Note on the Concept of ‘Degree 
of Monopoly,’ ” Econ. Jour., Vol. LI (1941), pp. 261-69, and M. Kalecki, “‘ ‘Degree of Mon 
oly’—A Comment,” Econ. Jour., Vol. LIT (1942), pp. 121-27. For an attempt to measur 
changes in the degree of monopoly power, along the lines suggested by Lerner, see J. T. Dunio| 
‘Price Flexibility and the Degree of Monopoly,” Quart. Jour. Econ., Vol. LIL (1999), | 
522-34, and R. S. Tucker, ‘‘The Degree of Monopoly,” Quart. Jour. Econ., Vol. LIV (1% 
pp. 167-69. 

7 J. S. Bain, “‘The Profit Rate as a Measure of Monopoly Power,” Quart. Jour. Ec 
Vol. LV (1941), pp. 271-93. 

* J. S. Bain, “‘Measurements of the Degree of Monopoly: a Note,” Economica, (new series 
Vol. 10 (1943), p. 66. The reader should keep in mind that Professor Bain rectifes averas: 
cost ‘‘to a certain opportunity level,” and that his ‘‘profit rate” is derived from the brrrere: 
profit rate” by certain estimates as to the market value of capital assets which would be he 
under competitive conditions. 

* K. W. Rothchild, ‘‘A Further Note on the Degree of Monopoly,” Economica, (new sen 
Vol. 10 (1943), p. 69. 
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Another, and one which is more significant from the point of view of 
this paper, is the measure suggested by Mr. Rothchild.'® The degree 
of monopoly power, according to this author, is equal to the ratio of 
the slope of the “species” demand curve to the slope of the “genus” 
emand curve. This measure focuses on the position of the firm vis-a- 
vis its competitors in the market, and, therefore, comes closer to the 
concepts of monopoly present in most industry studies, court decisions, 
and government reports, than either the Bain or the Lerner measures. 
Recently a most interesting measure, which emphasizes similar aspects 
of monopoly power, has been proposed by Professor Morgan.” The 
Morgan measure consists of a coefficient of insulation of the firm from 
competition, which is expressed as an increasing function of the firm’s 
relative size, and as a decreasing function of the substitutability of the 
products of its competitors for the firm’s product. This coefficient is 
clearly directed toward defining and measuring a firm’s power vis-a-vis 
its « ompetitors. 

My objective in this paper consists in developing a comprehensive set 
of concepts dealing with monopoly power in terms of competitive rela- 
tionships, and further, in associating types of market structure with 

ypes of monopoly power. The formulation of these concepts will be 
carried out in a manner which is intended to narrow the gap between 
legal and economic concepts. I should like to state emphatically, how- 
ever, that the concepts developed in this paper in no way displace con- 
epts already in use; rather they are meant to supplement them by 
ifting the emphasis to an aspect of monopoly power which has not 
been treated sufficiently by economic theorists. 


II 


Che very nature of the purpose of this paper calls for an unambiguous 
definition of the concept of industry. Before the advent of the theory of 
monopolistic or imperfect competition, the concept of a “group” of 
firms competing in the sale of a “commodity” was considered self- 
xplanatory.% The pre-“monopolistic competition” concept of industry 


K. W. Rothchild, ““The Degree of Monopoly,” Economica, (new series) Vol. 9 (1942), 


the “species” and ‘‘genus” demand curves are synonymous with Professor Chamberlin’s 
nd DD’ curves. dd’ is the sales curve confronting the firm on the assumption that al/ other 
ire given. DD’ is the sales curve confronting the firm on the assumption that the prices 
‘he irm's competitors are changed in the same or some other systematic way as the firm’s 
juestion 
Theodore Morgan, “‘A Measure of Monopoly in Selling,” Quart. Jour. Econ., Vol. LX 
146), pp. 161-63. 
This shou ld not be interpreted to mean that economists never took into account the in- 
cacies of the concept. See, for instance, Alfred Marshall’s Principles of Economics (8th ed., 
n, 1920), p. 100. n. 1 
>} 
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referred essentially to a group of firms selling a “physically” identica) 
product. Since the advent in 1933 of the theory of monopolistic compe. 
tition,'* however, the concept has been subjected to thorough scrutin, 
Both Mrs. Robinson and Professor Chamberlin use the concept oj 
“group” or “industry” with careful qualifications and explicit skepii. 
cism. For Mrs. Robinson “an industry is any group of firms producing 
a single commouity. The correspondence of such an industry to the 
industries of the real world is not perhaps very close. But in some cases 
where a commodity in the real world is bounded on all sides by a marked 
gap between itself and its closest substitutes, the real-world firms pro. 
ducing this real-world commodity will conform to the definition of ap 
industry sufficiently closely to make the discussion of industries in this 
technical sense of some interest.’ For Professor Chamberlin the 
“group” concept is merely an analytical tool which derives its context 
from the problem at hand. ‘Almost any general class of products divides 
itself into sub-classes. .. . Evidently, a group may be large or small 
depending upon the degree of generality given to the classification, but 
even if it is large, if subgroups exist, this fact cannot be disregarded.” 
Elsewhere, he arrives at the conclusion that ‘one emerges from any 
attempt to classify industries . . . with a feeling that it is all exceedingly 
arbitrary. The ‘common sense’ definitions of industries in terms of which 
practical problems are likely to be studied seem to be based much more 
upon technological criteria than upon the possibility of market substi- 
tution.’”!’ 

Kaldor considers the “‘group”’ definable only from the point of view o! 
an individual seller.’* The “industry”’ of firm 7, then, overlaps but is not 
necessarily identical with the “industry” of a competing firm j, and it 
becomes conceivable that there may be as many “industries” as ther 
are firms. For Dr. Triffin the industry concept is obsolete for strictly 
theoretical purposes, although it may be of some use for empirical 
studies."® 

The author fully concurs with the general skepticism that envelops 
the concept of a “group” or “industry.” It must be admitted that th 
concept is not universally useful, and that it may, in fact, hamper theo- 


“ E. H. Chamberlin, The Theory of Monopolistic Competition (6th ed., Cambridge, 194 
and Joan Robinson, The Economics of Imperfect Competition (London, 1933). 

Tbid., p. 17. 

'6 Chamberlin, op. cit., pp. 102-03. 

Thid., p. 202, n. 1. 

‘8 N. Kaldor, ‘‘Mrs. Robinson’s ‘Economics of Imperfect Competition,’ ” Economics , 
series), Vol. 1 (1934), pp. 335-41, and ‘“‘Market Imperfection and Excess Capac) 
Economica (new series), Vol. 2 (1935), pp. 33-50. 

'® Robert Triffin, Monopolistic Competition and General Equilibrium Theory (Cambridg 
1940), p. 88 and elsewhere. 
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| formulations of the Walrasian variety. The concept may, how- 
ver. be useful in theoretical as well as in empirical-statistical studies 
whose scope is substantially narrower than the whole economy. The 
ouping of firms for purposes of statistical description or behavior 
analysis is fully justified, provided that the definition of the “group” 
; meaningful for the problem at hand and consistent throughout the 
study or analysis. 

The conce pt of a group of firms selling substitute products is crucial 
| for the purposes of this paper. There remains the question, however, 
} whether we should use the (Kaldor) concept of a firm-centered industry 

or the traditional concept of a group-centered industry. The firm-centered 
dustry concept is more elegant. Industry from the point of view of firm 
| i may be defined to include all firms which compete in selling with firm i.*° 
In this paper, nevertheless, the concept of a group-centered industry 
vill be adopted. Despite its nebulous character, it corresponds more 

sely to the “industry” of empirical-statistical studies than does the 
t of a firm-centered industry.” Our group-centered industry con- 
epl is ujue i to include all the firms which compete in selling with one 

another.’ Two observations are in order in connection with this defi- 

nition. First, it must be recognized that the boundary of an industry, 
as it is defined in this paper, is “fuzzy.’’ Some firms within the group 
nay compete with firms outside of the group; they may, in fact, belong 
to other industries as well as to the industry under consideration. In 
order to simplify the argument, we will assume in what follows that no 
| industry or market overlapping is present. Removal of this assumption 
) would not destroy any of the results; it would merely make their formu- 

lation somewhat more complex. Secondly, an industry, as it is defined 
in this paper, is much more inclusive than is appropriate for the pur- 
poses of most investigators and analysts. As we approach concrete 


situations we may find it useful to raise the value of the cross-elasticity 
re flicie nt which, for our given purposes, makes two firms significantly 
npetit e. This procedure is perfectly legitimate, provided it is mean- 

oful | situation or problem under study.” 


I'wo firms ¢ and j may be said to compete in selling if the cross-elasticity of demand for 
product of firm 7 in terms of the price of the product of firm j is greater than zero. 
lhe selection of the group-centered industry concept for use in this paper is due in part 
n atte to maintain a certain measure of comparability between the concepts generally 
i the conclusions reached in this paper. 
‘his group must in fact fulfll two conditions: (a) any two firms in the group must com- 
nd (b) no firm must be left out of the group if it competes with all the firms in it. 
rT lurther discussion of the concept of industry see J. S. Bain, Economics of the Pacific 
Coast Petroleum Industry (Berkeley, 1944), Part I, pp. 10-11, and Pricing, Distribution and 
i ment (New York, 1948), pp. 10-60; G. Stigler, The Theory of Price (New York, 1946), 
20-83; Machlup, *‘Competition, Pliopoly and Profit, Part I,’’ Economica (new series), 
Vol. 9 (1942), pp. 1-23, but especially pp. 5-7. 
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Ill 


The purpose of the investigator or analyst determines the selectig, 
of criteria for the classification of market or industry types, in the same 
manner that it determines the content of his industry concept. For an 
analysis of firm behavior the differentia specifica of market or industry 
types is to be found in the character of the competitive relationships 
among the firms in an industry or market. The widely held classificatioy 
of industry types in terms of numbers and product-differentiation® js 
not fully satisfactory from this point of view. It reflects indirectly only 
the character of relationships among the firms comprising the industry 
How large must the number of firms in an industry be in order that 
may fall in the category of a large-number-of-firms industry? The 
answer is simple, but it does not run in terms of numbers. The number 
must be so large that firms cannot influence one another’s volume oj 
sales by cutting price. Under such conditions firms behave without 
taking into account the underlying interdependence of their behavior 
As Professor Machlup has put it, ‘“‘the criterion of polypoly is not simply 
‘large numbers,’ but it is, instead, a state of mind and a type of behaviour 
which is usually associated with large numbers of sellers in a market 
... Thus, a subjective habit or disposition of certain individuals is the 
essence of the concept of polypoly.”™ One might add that numbers and 
product-differentiation necessarily restrict the classification of industry 
types to the five well-known limiting cases. They lack the flexibility 
which is necessary in dealing with real-world situations. 

Dr. Triffin’s concepts of circularity and atomicity come much closer 
to the heart of the matter than do the concepts of small and larg 
numbers.” The essence of circular interdependence between two firms 
is the “‘boomerang-like” character of their behavior vis-a-vis one an- 
other; and the essence of atomistic interdependence between two firms 
is the absence of this ‘‘boomerang-like” character from their behavior 
vis-4-vis one another. This is clearly a much more effective criterion 
than numbers for the classification of market or industry types. It does 
not merely come closer to the heart of the matter; it is also capable 0! 
describing complex real-world situations. 

Dr. Triffin’s definition and use of these concepts, however, is 10! 
particularly satisfactory. Not only does he offer two different definitions 


{m 


* Machlup, “Monopoly and Competition: A Classification of Market Positions,” 
Econ. Rev., Vol. XXVII (1937), pp. 445-51. For a somewhat different, more extended trea 
ment, see J. S. Bain, ‘“Market Classification in Modern Price Theory,” Quart. Jour. Eco 
Vol. LVI (1942), pp. 560-74. 

°F. Machlup, ‘Competition, Pliopoly and Profit, Part I,”” Economica (new series) \ 
(1942), p. 2. 

*® R. Triffin, op. cit., pp. 104, 115-16, 143. 
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of circularity,” but he does not succeed in differentiating clearly be- 
tween the two pairs of concepts of homogeneity-heterogeneity and atom- 
icity-circularity. It is indeed impossible to define pure competition (Dr. 
Triffin’s atomistic homeopoly) in terms of cross-elasticity of demand 
‘na manner which keeps it distinct from its antithesis, 7.e., pure monop- 
olv28 According to Dr. Triffin’s classification, if firm 7 is a pure monop- 
nolist, the cross-elasticity of demand for its product in terms of the 
pric e of the product of any other firm 7 becomes zero; if firm 7 is in pure 
competition with firm j, the cross-elasticity of demand for the product 
of firm i in terms of the price gf the product of firm 7 becomes infinite. 
Yet it should be obvious that, under conditions of pure competition, it 
is impossible for firm 7 to affect the actual volume of firm i’s sales. If it 
could do so, firm i should also be considered capable of affecting the 
sales of firm j, and the relationship would indeed be circular rather than 
atomistic, which contradicts our assumption that the situation is purely 
competitive. In a purely competitive situation, the cross-elasticity of 
demand for the product of firm 7 in terms of the price of the product of 
firm 7 becomes zero, in terms of actual or realizable changes in the volume 
f firm i's sales. On these grounds, however, we should consider every 
pure competitor as being a pure monopolist! It seems impossible, there- 
fore, to distinguish between pure competition and pure monopoly on 
the basis of Dr. Triffin’s criterion. 

A distinction between two related but different concepts seems to be 
needed if we are to salvage the concept of cross-elasticity of demand for 
urposes of market classification and measurement of monopoly power 

terms of competitive relationships. We should restrict the coefficient 
i cross-elasticity of demand to potential changes in the volume of a 
firm’s sales, and coin a new coefficient to associate realizable relative 


of the products of other firms. The cross-elasticity coefficient measures 
potential changes in the sense that it depicts only the readiness of de- 
On page 104 he defines the relationship between two firms 7 and j as circular, if the two 
derivatives 
— and 
389; 


th greater than zero. (g refers to quantity sold and # to price.) On pages 115-16, how- 
he detines the relationship between firms i and j as circular, if 


627; 
— and —— 
0D; Oped; 
are Soth positive. (w stands for profits.) For a critical review of Dr. Triffin’s concepts see 
Weintraub, ‘The Classification of Market Positions: Comment,” Quart. Jour. Econ., Vol. 


LVI 1942), pp. 666-73, and E. F. Beach, “‘Triffin’s Classification of Market Positions,” 
Canadian Jour. Econ. and Pol. Sci., Vol. IX (1943), pp. 69-74. 
* See E. F. Beach, op. cit., p. 71, and Morgan, op. cit., p. 461, n. 3. 
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mand units to shift from one seller to another, following a price change. 
The new coefficient should take into account the capacity of the firm 
which attracts demand units by cutting price to match them with 
supply units. This new coefficient may be called the coefficient of pene. 

tration, inasmuch as it measures the capacity of a firm to cut into the 
volume of another firm’s sales by reducing price. In order to define 
clearly the meaning of this new coefficient, and to indicate its relatigp. 
ship to the coefficient of cross-elasticity we must resort to symbolic pres 
entation. 

Let gi=fi (pi, pj, Px’) be a simplified form*® of the demand function 
for the product of firm 7. g; stands for the volume of product of firm; 
demanded, /; for the price of the product of firm 4, p; for the price of 
the product of firm 7, and Py for the “price”’ of all the other firms in the 
industry.*° The cross-elasticity of demand for the product of firm i | 
terms of the price of the product of firm 7, then, is 


Nai; = pi, Pxv). 

qi OP; 
The coefficient of penetration of firm j into the market of firm i may te 
defined as 

Rain; = Bs Py: K 
qi OP; 

where K; is a factor which may assume any value between zero and 
unity, including both, (1=K,;2=0). 

K; is, in fact, an index of the capacity of firm 7 to match with supply 
units the demand units which stand ready to shift to it following its 
price change.*! It will be readily admitted that this concept of an index 
of the capacity to match (with supply units) increases in quantity de- 
manded following a price cut, is most awkward. It is nevertheless a ver 
important tool in the study of competitive relationships. It may } 
thought of as a function of the price elasticity of demand for the p 
uct of the price-cutting firm, and of the elasticity of an output-outlay 
function. Symbolically: 


K;= Pi, Pi; Py: F,(s;) 
qi ds; 


The function is simplified because it leaves out all independent variables « wd 
pric es, and also because all prices (other than the prices of i and j) have been grouped 
single independent variable Py”. 

* Py’’ may be taken as the weighted average price of all the firms in the industry 
than 7 or /), on the assumption of an unchanging price-structure. 

All the measures refer to price cuts rather than price changes. Since we are formu : 
them in terms of instantaneous rates of change, however, the distinction loses its impor'@™ 
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here g,=f;(Pi, Pi, Pw) is a simplified form of the demand function 

he product of firm j, and g;=F;(z,) is the output-outlay function of 
firm 7 2 The price elasticity of demand for the product of firm 7 is a 
measure of the responsiveness of the quantity demanded to changes in 
its price, whereas the elasticity of the output-outlay function is a meas- 
ure of the firm’s capacity to expand output to match the increases in 
the quantity demanded following a price cut. These two elasticities 
determine between them the value of K;.** Although we do not know 
much about the shape of ¢, we do know that & is an increasing function 
of the elasticity of the output-outlay function and a decreasing function 
of the elasticity of demand. 

It becomes possible now to define certain limiting cases of market or 
industry types, in terms of the coefficient of cross-elasticity of demand 
and the coefficient of penetration. I will restrict myself to the discussion 
of the well-known symmetrical cases, in order to avoid making the argu- 
ment unduly complex. This classification of market structures will run 
in terms of homogeneity versus heterogeneity," and atomicity versus 
circularity in competitive relationships. Atomicity and circularity must 
be defined before we can proceed: Two firms are atomistically compeli- 

ve if either one is incapable of penetrating the other’s market. Two firms 
are circularly competitive tf both are capable of penetrating each other’s 
market. Since we restrict the discussion to symmetrical cases, the situa- 

which firm 7 is able to penetrate firm 7’s market, but firm 7 is in- 
capable of penetrating firm 7’s market, is automatically excluded. We 
may now proceed with the classification: 


a) Atomistic Homeopoly: 


It may be defined as the market structure of an industry in which 
iny two firms t and 7 are homogeneously and atomistically competi- 
re 
ymbolically: 


* The output-outlay function is merely the inverse of the total cost function. 


“ There remains, of course, the very thorny question of the nature of this output-outlay 
Both Ngip; and Rqip; involve instantaneous relative rates of change. So does 
ctl But is F;(s;) a “market period,” a “short-run” or a “long-run” function? The 
€mand functions involved must needs refer to an instant of time. They incorporate the 
! interdependencies existing at an instant of time. But if F;(z;) were to refer to the 
t period,” its elasticity with respect to outlay would be nil. A “‘short-run” output- 
outlay lunction (involving the usual assumptions of fixed plant and equipment) seems to make 
re sense ior the problem at hand. This discrepancy between the time-dimension of the 
unctions and the time-dimension of the output-outlay function is not damaging, 
to this purely abstract formulation. 
i and j may be said to compete homogeneously if Ngipj= ©; they compete 
yil © 
_. 1t must be ae that the definitions given to atomicity and circularity in this paper 
ler tror se of Dr. Triffin. 
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Nap; 
Rain; = 0 
Ryn; 


(b) Atomistic Heteropoly: 


It may be defined as the market structure of an industry in which 
any two firms 7 and j are heterogeneously and atomistically competi. 
tive. Symbolically: 


> Na; > 0 
Rain; 0 
= 9. 


(c) Circular Homeopoly: 

It may be defined as the market structure of an industry in which 
any two firms i and j are homogeneously and circularly competitive 
Symbolically: 

N ap; 
Rg ip; > 0 
> 0. 


(d) Circular Heteropoly: 

It may be defined as the market structure of an industry in which 
any two firms 7 and 7 are heterogeneously and circularly competitive 
Symbolically : 

Ryn; > 9 


(e) Pure Monopoly: 


It may be defined as the market structure of an industry in which 
competition is totally absent. Firm 7 is a pure monopolist if the cross- 


elasticity of demand for its product in terms of the price of the product 
of any other firm 7 in the economy becomes zero. 


It should be stated again that the five cases discussed are limiting 
cases. The discussion could be extended indefinitely if we consider 
asymmetrical cases, which, of course, abound in actuality. 


IV 


We are ready now to turn to the formulation of measures of monopoly 
power in terms of the structure of competitive relationships. Let us * 
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lect a firm j and attempt to measure its power vis-a-vis its competitors. 
A firm’s capacity to penetrate its competitors’ markets is specific, 1.e., 
‘t relates to individual competitors’ markets separately, and cannot, 
therefore, be given a general expression. The whole list of penetration 
coefficients of a firm (say 7) into the markets of its competitors (say a, 
b.c.- ++i, +++) is required if we are to obtain a balanced picture of its 
position in the market. 


The coefficient of penetration, however, is only the first of the re- 
quired measures. It measures the capacity of firm 7 to penetrate its 
c ympetitors’ markets. Firm j’s monopoly power vis-a-vis its competitors 
is not limited to its capacity to penetrate their markets. Its capacity to 
withstand attacks on their part is equally important. We need, then, 
a coefficient of insulation which will measure the degree of non-respon- 
siveness of the actual volume of sales of firm 7 to price cuts initiated by 
its competitors. The structure of this coefficient of insulation is obvious 
only in the limiting case of homogeneous competition among firm j’s 
competitors. When competition among them is homogeneous, the cross- 
elasticity of demand for the output of firm 7 in terms of Py-*" is equal to 
the cross-elasticity of demand for the output of firm 7 in terms of the 
price of any of its competitors (say firm 7). Symbolically: 


= Nay if Naw = © 


where 7 and / are any two firms, other than j, in firm 7’s industry. The 
coefficient of insulation of firm 7 from competition, in this limiting case, 
is merely the reciprocal of the coefficient of penetraticn of its competi- 
tors, treated as a single firm, into firm j’s market. 

We are entitled to treat N’ firms as a unit, however, only because 
they are competing homogeneously.** The problem becomes somewhat 
more complex when the competition among N’ firms is heterogeneous. 
Under conditions of heterogeneous competition among N’ firms we 
must sum the separate penetration coefficients of NV’ firms in order to 
obtain the over-all coefficient of penetration of N’ firms into firm j’s 
market. This process of summation is not simple. The capacity of any 
irm 1, among N’ firms, to penetrate firm j’s market, when firms N’ 
reduce prices simultaneously, may be substantially greater than its 
capacity to penetrate firm j’s market when it alone reduces its price. 


The formulations which follow are independent of the type of industry concept selected. 
They are valid whether we adopt the firm-centered or the group-centered industry concept. 
Pa stands for the weighted average prices of all the firms in the industry other than j, 
‘(he assumption of a constant price-structure. 

* Professor Morgan’s measure is implicitly based on this assumption. 
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This is due to the fact that K,; may assume different values in the ty» 
cases; in fact it may assume a much larger value in the former case thay 
it does in the latter. We have seen that K; is a decreasing function of the 
elasticity of demand for the product of firm 7. The elasticity of demand 
for firm 7’s product is normally lower in terms of Py’ than it is in terms 
of ~;, inasmuch as the elasticity of a “genus-type” curve is normally 
lower than the elasticity of a “species-type” demand curve.” This 
should explain the difference between the two values of K;, and, ther 
fore, the difference between the two penetration coefficients of firm j 
in the two situations. Symbolic presentation will clarify the argument, 
In order to avoid confusion, however, it seems best to adopt a new set 
of symbols for the formulation of the coefficient of insulation. 

We may substitute \ for K and p for R in the formulation of the coefi- 
cient of penetration of firm 7 into firm 7’s market, when N’ firms reduce 
their prices simultaneously. 


= 


where 


P; 
qi OPy: qi 


and gi=gi(p;, Pw’) stands ior a (simplified) “genus-type” demand func- 
tion for the product of firm 7. From this it follows that \;2 K, and th at 
= in the limiting case where firm 7 is the sing! 
competitor of firm j. 

It is legitimate now to sum the p’s of firms N’ and take its reciprocal 
as the coefficient of insulation of firm 7. Symbolically the coefficient oi 
insulation of firm 7 may be defined as 


Neither R nor L lend themselves easily to measurement. This, 
course, is not peculiar to these concepts. All suggested measures 0! 
monopoly power are more or less subject to this limitation. Fortunately, 
however, R and L may be employed i in an ordinal sense to describe the 
structure of the balance of power in an industry or market. This should 
not be taken to mean that we can dispense entirely with cardinal meas- 
ures. We still need to know something concerning the “whereabouts 
of R and L. More specifically, we need to know whether they becom 


°° See note 11. 
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this much about the absolute values of the coefficients, we may turn to 
their ordinal values. An example may clarify this statement. Let us as- 
sume that in an industry comprising three firms (7, 7, and &) all the coef- 
ficients assume a finite positive value. Symbolically: 
Rap; > 0 
Lq;Py, > 0 
Rexp; > 0 


Ry 57; > 0 
> 
> 0 


> 0 
Lary > 0. 
> 0 


luis is just another way of saying that all firms are insulated to some 
extent, and that all the firms are capable of penetrating one another’s 
narket to some extent. If now, in addition to this, we can say that 


R DE > R, Pk Rg 2; > Ry > Rasp; > 


La,Py > La > Lar: 


nt of we have a good understanding of the most important aspects of the 
structure of the balance of power in this industry. Exact cardinal meas- 
ures would not add substantially to our knowledge. 


Intelligent guessing based on information concerning substitutability 
nong products, shares of the market represented by each firm’s sales, 
and degrees of plant and equipment utilization by the firms in the 
andustry, should enable the investigator to arrive at a meaningful de- 
Ecription of the structure of monopoly power in the industry. Even 
dimited information concerning product substitutabilities should make 


an 


a 


nis, of 
res of 
rately, pt possible for him to assign to cross-elasticities a value of zero or infin- 
be the Ja)» OF to arrive at the conclusion that the cross-elasticity assumes a 
should finite positive value. Finally, even limited information concerning firm’s 
Bhares of the market and degrees of plant and equipment utilization 
$! ould enable him to make tolerable approximations to the values of 
#. From there on the task of describing, in terms of the R and L 


q ve her hings being equal, & must be an increasing function of the share of the market rep- 


a firm’s sales and a decreasing function of the degree of plant and equipment 


| meas- 
bouts 


he come 


zero or infinite or tend to assume a finite positive value. Once we know 
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coefficients, the structure of monopoly power prevalent in the industry 
should not prove exceedingly difficult. ; 
Inasmuch as k may be thought of as an increasing function of the 
share of the market represented by a firm’s sales,“ we are entitled to 
say that both R and L are increasing functions of the share of the market 
represented by a firm’s sales. On the other hand, whereas R is an in. 
creasing function, Z is a decreasing function of the cross-elasticity of 
demand. It follows that no firm can ever possess both aspects of monop- 
oly power, vis-a-vis its competitors, to the maximum degree. In the 
case of pure monopoly, for instance, L becomes infinite, whereas R be- 
comes zero. It may not be amiss to indicate briefly the value or the range 
of values of the two coefficients for a firm (say firm j) within the various 
symmetrical limiting cases of market structures. 
vari 
seen 
tion 
purp 
marl 
Or 


pt we 


(a) Atomistic Homeopoly: 

Rip, = 0, Lary, = 0. 
(b) Atomistic Hetero poly: 

Ri, =0, © > Lary, > 0. 
(c) Circular Homeopoly: 


Rap; > 0, > = 0. 
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(d) Circular Heteropoly: 
Rip; > 0, © > > 0. 


(e) Pure Monopoly: 


VI 


Some may raise the objection that these measures of monopoly power 
and criteria for market structure classification are based exclusively on 
price competition, and do not take into account the effects that changes 
in selling outlay and product variation on the part of a firm may have 
on the sales volume of another firm. Dr. Triffin admits the validity 0! 4 
similar objection to his study. “A price classification, as the one pro- 
posed in this study, is by no means exhaustive and, strictly speaking, 
it should be complemented with similar classifications based on othe! 
strategic factors in business competition.’ I can agree with Dr. Tniin 


the sec 
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“ See previous note. 
Op. cit., p. 98, n. 1. 
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utilization. This follows from the fact that & is a decreasing function of the price-clas! seal : = 
of demand and an increasing function of the elasticity of the output-outlay function Pitas 2, 
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only if it is assumed that the demand for a firm’s product is a continuous 
function of the ‘product’ and selling outlay incurred by the firm as 
well as of the “products” and selling outlays of its competitors. In these 
circumstances “product” and selling outlay cross-elasticities would 
be meaningful measures. Such an assumption, however, is most danger- 
ous. Fundamental changes in sales policies and radical alterations of 
the product are innovational in character, and would cause abrupt shifts 
f the demand functions. Such shifts constitute changes in the market 
balance of power. Changes in the market balance of power, however, 
imply alterations of the market structure; they raise questions of transi- 
tion from one to another type of market structure, and, therefore, defy 
any descriptive and classificatory attempt. Can we distinguish between 
innovational product and sales policy changes and non-innovational 
variations of the “product” or selling outlay? Unless we can do so, it 
seems futile to attempt to extend our analysis to include product varia- 
tion and selling outlays. Price cross-elasticities are ideally suited for our 
purpose, since they bring out the interdependencies inherent in a given 
market structure and no more.“ 
One additional comment is in order. The measures of monopoly 
power presented in this paper constitute “snapshots” of the structure 
of power relationships prevalent at a given instant within a system of 
firms. It must be recognized, of course, that competitive firm behavior 
elicits continuous changes in the power structure within an industry 
and may at times lead to spectacular transitions from one market type 
or position to another. In so far, in fact, as such firm behavior is condi- 
tioned by the structure of power relationships in the immediate en- 
vironment of the firm, there is a dynamic or evolutionary nexus between 
structure and behavior which constitutes the flesh and blood of the 
mpetitive process. The analysis of this process lies, of course, outside 
the scope of this paper.® 

, This presupposes, of course, that we have been successful in quantifying the ‘‘product” 
variable, 


“We must be careful, however, even when we deal with price cross-elasticities. Only point 
ross-elasticit ies bring out the interdependencies inherent in a given market structure. Arc 
'ss-elasticities involve changes in the structure of balance of power in the market. 
“It may not be amiss to indicate the manner in which the concepts developed in this 
paper may be put to use in interpreting our antitrust legislation. The Sherman Act, for instance, 
on a mu h clearer meaning for the economist when couched in terms of the concepts pre- 
ented in this paper, than it would otherwise possess. Section 2 makes it illegal for any firm 
°rgroup of firms) to make use of its (their) aggressive (penetration) monopoly power vis-a-vis 
- their) competitors. In a circularly homeopolistic industry an independent price cut by a 
wears uld constitute use of its (penetration) monopoly power vis-a-vis its competitors. If, 
s ™ e other hand, firms in a circularly homeopolistic industry agreed mot to use their (pene- 
‘ation) monopoly power vis-a-vis one another they could be held as violators of section 1 
ba Sherman Act, in so far as such an agreement is tantamount to an agreement not to 
npete in the price dimension. This peculiarity of the Sherman Act is brought out forcefully, 
>, when we employ the concept of “penetration” as defined in this paper. 
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STABILIZING RESIDENTIAL CONSTRUCTION—A REVIEW 
OF THE POSTWAR TEST 


By Leo GREBLER* 


I 


Stabilization of construction activity, as a means of cushioning 
general business fluctuations, received considerable attention both 
before and during the war. The limitations of stabilization policies 
operating through a single, though major activity, such as construc- 
tion, were more and more recognized, but it was widely believed that 
greater stability in the volume of construction itself would be a worth- 
while objective. The two types of construction in which government 
action toward greater stability was held to be most promising were 
public construction and residential building. 

The opportunities for government action were obvious so far as 
public construction was concerned, although there were differences of proj 
opinion over the magnitude of these opportunities and the possibility to p 
of coordinated measures by the numerous federal, state, and local the ; 
government bodies. The inclusion of residential building in proposed the | 
stabilization policies rested principally on two grounds: (1) Stability from 
of public construction alone, even if it were possible, could not be ex- appa 
pected to maintain a reasonably stable volume of total new construc- to th 
tion, and (2) The federal government could exert considerable inilv- 
ence on the volume and direction of residential building through the 


various financial aids which were developed during the ’thirties. feder 

This writer some time ago suggested a framework for a federal fiscal 
housing policy that was designed to mitigate the pronounced cyclical the h 
fluctuations in residential construction activity. The proposed means to mi 


were withdrawal or reduction, during periods of high demand for the fi 
dwellings, of federal financial aids, and return or intensification ol Legis] 
these aids during periods of low demand for dwellings. In detail, te & effecti 
proposal contemplated variations in downpayment requirements, Vices, 
maximum amortization periods, and maximum interest rates for mort exceec 
gage loans accepted for insurance by the Federal Housing Administre- hit 
tion; synchronized credit policies of the Federal Home Loan Banks BP (May. ; 
in extending loans to its member institutions which are primary mo" P Stabs 


The Wir 
* The author is research professor, Institute for Urban Land Use and Housing Studies BP Milwan, 
Columbia University. 
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save lenders; and variations in the volume of such federally aided 
public housing programs as may be approved by the Congress as a 
matter of long-range housing policy.’ As one of several supplemental 
policies it was recommended that the Federal Housing Administration 
during booms refuse to recognize excessive building costs in its ap- 
praisals, which would automatically lower the ratio of loan to pur- 
chase price and would therefore be tantamount to requiring larger 
downpayments. These suggestions were later broadened to include 
steps toward greater stability in the volume of public construction, 
through different means.” 

It was made clear that the proposals did not contemplate “a rigid 
naintenance at all times of a predetermined volume of construction” 
and that they could be adapted to changing business conditions. One 
of the purposes of the suggested policies was “to break the over- 
extended cost-price structure that characterizes building booms,” by 
withholding public construction and by tightening of credit terms for 
private housing during boom periods. 


II 


The course of government housing policies from VJ-day to the end 
of 1948 furnishes an instructive record in respect to these and similar 
proposals. The postwar experience now covers a sufficiently long period 
to permit at least some preliminary conclusions. While legislation in 
the early phase of this period proceeded in the twilight of doubt over 
the prevalence of inflationary or deflationary forces in the transition 
from war to peace, the preponderance of inflationary tendencies was 
apparent during at least three-fourths of the time elapsed from VJ-day 
to the close of last year. 

The preliminary conclusions of this review are disappointing for 
those who expected that the greatly increased responsibilities of the 
federal government for economic stability, and the government’s direct 
fiscal interest through its heavy commitments and involvements in 
the housing market, would stimulate the adoption of policies designed 
to mitigate fluctuations in this segment of the economy. In summary, 
the first acid test for the adoption of such policies has been negative. 
Legislative actions since VJ-day have been designed to enlarge the 
effective demand for new housing through cheap credit and similar de- 
vices. These actions were taken at a time when the demand already 
exceeded the supply of new dwellings which was limited by materials 
'“Housing Policy and the Building Cycle,” Rev. Econ. Statistics, Vol. XXIV, No. 2 
May, 1942), Pp. 66-74, 


‘ a ilization of Construction Employment—A Step toward Over-All Stabilisation, in 
Winning Plans in the Pabst Postwar Employment Awards (Pabst Brewing Company, 
Milwaukee, Wis , 1944). 
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and labor resources, with effects that have contributed to instability. 
The trend becomes evident from a brief review of recent legislation: 

1. The Servicemen’s Readjustment Act of June 1944 provided for 
the guarantee by the Veterans Administration of G.I. home loans cover. 
ing up to 100 per cent of the “reasonable normal value” of the property. 
Thus, the concept of low downpayments developed in the FHA mort. 
gage insurance system before and during the war was stretched further 
to the extreme of no downpayment loans. The guarantee was for 50 
per cent of the mortgage principal but could not exceed $2000. 

2. An amendment to this act in December 1945 increased the maxi- 
mum amount of guarantee from $2000 to $4000 and changed the basis 
of appraisal from “reasonable normal value” (italics supplied) to 
“reasonable value.” Thus, valuations under this program were loosened 
rather than tightened. 

3. The wartime Title VI of the National Housing Act, which allowed 
much more liberal FHA financing of new housing for war workers than 
was possible under the peacetime FHA program, and which had be- 
come inactive in the Fall of 1945, was re-enacted in May 1946 for 
veterans’ housing. At the same time, various provisions of the act were 
further liberalized. The basis for determining the loan amount was 
changed form the customary “value” concept to that of “necessary 
current cost.”” The maximum loan amount for single-family dwellings 
was raised from $5400 to $8100, with similar adjustments for other types 
of dwellings. Title VI was allowed to expire on April 30, 1948, but was 
again revived for rental housing in August of that year. 

4. The Housing Act of 1948, which represents essentially the much 
debated Taft-Ellender-Wagner General Housing Bill minus public 
housing and urban redevelopment, contained the following provisions 
for stimulation of housing construction: 

(a) Special FHA insurance aids and RFC loans for prefabricated 
and other mass-produced housing; 

(b) 90- to 95-per cent insured loans for small new houses with 
amortization up to 30 years and other liberalizations of the prewar 
terms for FHA home financing, which in effect tend to offset the 
withdrawal of cheap home-financing credit under Title VI; 

(c) 90-per cent FHA insured loans for rental housing and 95- 
per cent loans for cooperative veterans’ housing; ! 

(d) Authority of the Federal National Mortgage Association 
to purchase certain FHA and veterans’ home loans, up to 50 pet 
cent of the total loans of this type originated by a lender, virtually 
permitting lenders to make these loans and turn them over to a gover? 
ment-owned holder; 

(e) FHA insurance of investments in certain types of rental 
housing (so-called yield insurance). 
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The emphasis in public discussion on the exclusion of federal aids 
for public housing and urban redevelopment has obscured the signifi- 
cance of the federal financial aids which are incorporated in this act. 
The only recognition in the act of possible inflationary influences is 
expressed in a slight tightening of the appraisal basis for rental hous- 
ing projects under Title VI of the National Housing Act, and in the 
authorization to increase the maximum interest rate for veterans’ home 
loans from 4 per cent to 4% per cent (which at the time of this writ- 
ing had not been used). 

This sketchy summary deals only with major financial aids. It 
omits non-financial aspects of the Veterans Emergency Housing Pro- 
eram which was in effective operation roughly one year, from the 
Spring of 1946 through the Spring of 1947, and which contained a 
great many unstabilizing elements. One of these was the program 
target itself of 2,700,000 housing units within two years, which was 
utterly unrealistic in terms of prospective materials and labor avail- 
ability unless one assumed the presence of large, idle (and transfer- 
able) resources, a condition which actually did not obtain. The high 
target and the attendant drive caused a large initial volume of starts 
of housing units, the completion of which was delayed. The resulting 
pressure added to the upward movement of costs and prices. The con- 
trol and priority features of the program failed to perform the intended 
function of giving housing a prior claim on economic resources, as 
this writer sees it, primarily for these reasons: (1) The program itself 
did not recognize the breadth and depth of controls that were neces- 
sary for its accomplishment in an atmosphere of fairly general over- 
employment, and (2) The community-at-large was unwilling to forego 
other things in favor of housing to anywhere near the extent to which 
it was willing to forego other things in favor of waging war.* 


III 


On the whole, it is only fair to say that federal credit policy in re- 
spect to housing since VJ-day represents an extension and intensifica- 
tion of devices which originated during the depression and were judged 
to have had a degree of success in restoring the badly shattered real- 
estate and mortgage markets and in stimulating new residential con- 
struction. This experience was broadly projected into the postwar 
period, only that stronger and stronger doses of the same medicine 
were administered. There has been little recognition in federal policy 
of the fundamental difference in the effects of liberal credit during 


For a more extensive though preliminary appraisal of the Veterans Emergency Housing 
Program, see Coleman Woodbury’s paper before the 59th Annual Meeting of the American 
ag Association, Papers and Proceedings, Am. Econ. Rev., Vol. XXXVII, No. 2 
fd , 1947 ), P. 508. The present article deals only with the trends and implications of 
€deral financial policies in respect to residential building. 
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periods of substantial underutilization of resources and during periods 
of full employment or overemployment of resources. During the 
thirties, of course, it was possible through liberal credit to stimulate 
the demand for housing without substantial rise in the cost of, and the 
price for, new dwellings. The large unused resources for construction 
could be brought back into employment without bidding up wages 
and materials prices. Moreover, the market for existing houses was a 
buyers’ market in most areas and localities, and the large number of 
such houses offered for sale at distress or near-distress prices served as 
a check on prices for new dwellings. When the volume of new con- 
struction is limited by materials and labor supply and a sellers’ marke: 
prevails for existing houses, as was the case from VJ-day to late in 
1948, liberal credit is likely to push up costs and prices rather than to 
increase production, 7.e., to be inflationary.* 

The processes through which these effects come into operation need 
not be explained to an audience of economists, but they require a 
great deal of explanation for legislators, administrators, and the public 
at large.° And even when they are adequately explained, one cannot 
be too certain that policy will be guided by considerations that neces- 
sarily place more emphasis on the long run than on the short run. Ji 
it is correct to assume that stabilization measures must include re- ec 
straints during booms, they are apt, by their very nature, to hurt or 
inconvenience people or groups of people. 

This was recognized in earlier proposals to restrain housing credit 
during periods of high demand. “. . . Problems of a political nature 
may arise in the execution of such a policy. Liberalization of mortgage 
credit terms has found general approval on the part of Congress, the an 
home-buying public, and builders. The same quarters may bring on 
pressure to bear against any tightening of credit terms on the upgrade no 
of the cycle.’* But the full force of political and social pressures was 
perhaps not adequately appraised. Federal housing policies since 
VJ-day were shaped almost exclusively in terms of relieving the hous- Su] 
ing shortage by maximum stimulation of new construction, and by rol 


‘It may be noted in passing that a public housing program would have had similar 
effects during the period under consideration. Public housing through 1948 was limited 
to a federal program of temporary veterans’ housing including the relocation and reuse 0! sur 
existing temporary structures, and to a substantial volume of public construction in New 
York City. Other state and local programs were insignificant. The major program 0! 
permanent public housing adopted by the Congress in the summer of 1949 is not within 
the purview of this article which considers housing policies in the light of business con@- tior 
tions prevailing to the end of last year. 


*For a lucid statement of these processes, see Ernest M. Fisher, “The Role of C redit : 
the Real Estate Market,” address before the 41st Annual Meeting of the American Life 
Convention in Chicago, October 7-11, 1946. 


* Housing Policy and the Building Cycle, p. 72. 
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the problems of housing for veterans. Policies of restraint would at 
least have appeared to compromise the objective of speedy provision 
of housing for veterans and of rapid removal of the shortage. The 
fact that veterans generally are lower in the income scale than non- 
veterans gave further impetus to liberalization of credit. Withdrawal 
of federal credit aids, once they were on the statute books, was handi- 
capped both by political implications and by apprehension that such 
action would be more than corrective, #.e., produce a sharp decline in 
the volume of construction. 

While admitting the existence of powerful non-economic forces in 
shaping policy, the economist may well undertake to probe the means 
employed toward the attainment of purported ends. In this connection, 
it is worth while to examine broad relationships between liberal credit 
and the two principal objectives of federal housing policies since VJ- 
day: maximum increase in housing supply, and “channeling” of new 
housing into those family income groups which are considered to need 
it most. As to maximum increase in housing supply, the argument 
for liberal credit usually revolves around the point that a high rate of 
new construction is the only effective means of combating inflation in 
the housing market, and that liberal credit to accelerate the rate of 
construction is therefore anti-inflationary and stabilizing in effect. 
Housing represents, of course, the extreme case of durable goods 
where the strain on resources for a given increase in production is out 
of proportion to the immediate increase in total supply. Thus, an 
effort under full employment to raise the output of nonfarm dwellings 
during one year by 300,000 units, or roughly one-third the actual 
annual production in 1947 and 1948, would involve command over 
one-third more materials and labor resources (in the absence of tech- 
nological miracles). Such an effort, if successful, must have a wholly 
disruptive effect on resource prices not only for the increment of 
300,000 units but for all new units. Yet, it would increase the total 
supply of nonfarm housing by less than 1 per cent (on the basis of 
roughly 34 million nonfarm dwelling units standing in April 1947, 
according to the Bureau of the Census). The anti-inflationary effects 
of maximizing the rate of new construction and adding to the housing 
supply are extremely small and slow. The inflationary effects of liberal 
credit for maximization of new building are large and immediate, and 
vet lasting since they become embedded in long-term mortgage obliga- 
tions.‘ 

"The argument could be extended to alternatives of maximum output as a means of 


‘upplying housing for those not in possession of housing units. This would, however, involve 


the examination of rent control and its effects on both housing supply and housing demand. 
We are here concerned only with those principles that would apply under any circum- 
stances during a period of full employment. 
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As to “channeling” new housing into middle- and lower-income 
groups, the argument for liberal credit rests on misunderstood implica- 
tions of plain arithmetic. The arithmetic is simple enough: For ex- 
ample, the level monthly payment on a $1000 loan for 15 years at 
5 per cent interest is $7.91 but is reduced to $6.33 when the terms 
are liberalized to 20 years and 4% per cent, and to $5.28 when the 
terms are further liberalized to 25 years and 4 per cent. Therefore. 
it is concluded that liberalization of terms, particularly if limited to 
certain groups of the population and to new dwellings within certain 
broadly defined price or rent brackets, will bring new housing within 
the reach of consumers who otherwise could not afford it. This is, of 
course, patently wrong when at the same time the maximum loan- 
to-value ratio is increased, say, from 80 to 90 or 100 per cent, for 
this augments the amount of loan. In any event, the simple arthmetic 
assumes that loan amounts and prices are constant and remain un- 
affected by more liberal credit. 

Actually, in a sellers’ market, the more generous credit terms 
are capitalized into higher prices and larger loan amounts, which tend 
to nullify the benefits of lower interest rates, longer amortization 
periods, and lower or no-downpayment requirements. As a result, the 
moderate income groups for which the benefits were designed soon find 
themselves approximately where they were before, or in a worse posi- 
tion if the magnification effects of expectations on prices are con- 
sidered. The forces producing this result cannot be measured precisely 
with now available tools of analysis, but their operation is illustrated 
by the fact that a 20-per cent increase in the price of houses and a 
corresponding increase in loan amount are sufficient to wipe out all 
of the benefits from a change in loan terms from 4% per cent interest, 
20 years, to 4 per cent, 25 years. 

It is probable that credit aids in the first instance enabled more 
veterans to buy houses than would have been the case otherwise, or to CI 
buy them earlier. However, when the inflationary effects of the credit 
aids began to cumulate, the price rise eliminated an increasing number 
of marginal veteran-buyers, as is suggested by the sharp drop in 
veteran home loans since early in 1948, both in absolute number and 
in proportion to all home mortgage loans. 

The magnitude of the inflationary effects of federal housing credit 
policies cannot be established in any conclusive fashion. Results o! 
liberal credit cannot be dissociated from other factors that were at 
work simultaneously and created upward pressures on construction 
costs and even more on prices for the finished products. It is only fair 
to say that postwar conditions were conducive to unconservative 
lending practices even if such practices had not been sanctioned and 
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supported by the federal government. All that can be done is to show 
some quantitative relationships. Thus, in the neighborhood of 50 per 
cent of all new nonfarm dwelling units were financed by FHA and 
VA loans in both 1947 and 1948. The largest comparable proportion 
before the war was 35 per cent, and the 1945 proportion was 20 per 
cent. In the past two years, more than a quarter of the total number 
of nonfarm mortgages recorded (of $20,000 or less) were either FHA 
or VA loans, and they represented over 35 per cent of the total amount 
recorded. The comparable prewar proportion was about 12 per cent 
)f the number and 20 per cent of the amount of mortgages recorded. 
The mortgage debt on 1- to 4-family nonfarm houses increased from 
less than $20 billion at the end of 1945 to $24.4 billion in 1946, ap- 
proximately $30 billion in 1947, and probably $35 billion in 1948. 
Government-insured or -guaranteed loans now probably account for 
about one-third of this debt. In contrast, government-insured (FHA) 
loans represented little over 9 per cent of the debt in 1939. 

It seems reasonable to infer from these data that the availability 
of government insurance or guarantee has had significant effects in 
expanding the supply of mortgage funds for the financing both of new 
construction and transfers of existing housing. 


IV 


It might perhaps be questioned that the experience since VJ-day 
represents a fair test of the political and social difficulties that beset 
a policy designed to bring greater stability to residential construction. 
The test has been limited to a postwar period in which a severe hous- 
ing shortage and the problem of providing housing for veterans created 
unusual pressures. Could stabilization policies be more successful in 
different circumstances? 

The postwar test has undoubtedly been conducted under adverse 
circumstances and may therefore be considered a most severe one. 
However, the annals of building booms show that they occur charac- 
teristically after wars. More importantly, the phenomena and forces 
creating a postwar housing boom are essentially the same as those 
creating any housing boom, except that they appear perhaps in more 
concentrated form. Housing booms are typically preceded by housing 
shortages involving hardships and pressures. Thus, as housing is in- 
creasingly clothed with public interest, there is real danger that the 
existence of a shortage will always tend to generate government actions 
of the same kind as were observed during this postwar period— 
actions which are likely to accentuate rather than mitigate fluctuations 
in the volume of residential construction. Consequently, the fact that 
housing has become a matter of national concern, and that residential 
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building is subject to strong governmental influences, may make goy- os 
ernment policies directed toward greater stability more rather than re 
less difficult.* This danger will exist so long as the role of credit js Si 
not more clearly and generally understood, and so long as the contflict bo 
between the social objectives of economic stability and of rapid re- sul 
moval of the housing shortage (or rapid improvement of housing con- of 
ditions) is not squarely faced. This conflict is a real one in a period me 
of full employment when housing production cannot be maximized ten 
without sacrifice of economic stability, and when economic stability all 
cannot be maintained without sacrifice of maximum housing construc- hot 
tion. 
But granted that liberalization of credit to speed new housing con- ma: 
struction accentuates the boom, must this necessarily have an un- cap 
stabilizing effect? In this field as well as others, stabilization proposals of 
which include both restraining measures operating on the upgrade nee 
of the cycle and stimulating measures operating on the downgrade Af 
of the cycle have been met with the dictum that “there is nothing ten: 
wrong with the boom.” The objective of stabilization policies, in this I 
view, should be the continuance of activity at boom levels. part 
The experience since VJ-day in housing construction as well as sou 
other lines has been a rather effective demonstration of the character eXD: 
istics of booms, to which aggregative economics has paid scant atten- incr 
tion. Only a few aspects will be mentioned such as the series of mate- allo 
rials and labor bottlenecks that have plagued residential as well as or 1 
other types of construction; apparent low efficiency of both labor and pric 
management; continuous upward pressures on costs and prices; dis- little 
proportionate price increases for different resources; disruption and inter 
corruption of distribution exemplified by “gray markets”; a tendency unde 
toward low quality fostered by materials substitutions, poor work- recoy 
manship, and emphasis on speed and easy profits characteristic of a credi 
woul 
he following passage from Roy Harrod’s critique of recent British government policies vilive 
may be noted in this connection: “One of the more sophisticated arguments, but a powerful t - 
one, in favour of the nationalisation or State control of certain industries is that the State an J 
will succeed in achieving a steadier flow of capital outlay in those industries, through good priva 
years and bad, than private enterprise, influenced as that has always been by the vagaries larve 
of the trade cycle. In this regard, then, it was claimed that the State should and would alee 
do better than private enterprise. As things are turning out, it is doing much worse. This ment 
is pre-eminently a time when private enterprise would tend to be induced, under the loans 
influence of the hyper-boom conditions that prevail, to go forward too hastily with its a 
capital extensions. It was urged that the wise State, once in control of these enterprises, ae mu 
would go slower during the boom, despite the prima facie case for expansion, and speed lions 
up capital outlay during a depression, even when there was not an immediate financia: maki 
case for doing so. In fact the State has indulged in greater excesses in this boom than inti 
private enterprise ever would. Its whole influence has been to increase rather than to 5Uver 
damp down the tempo.” Are These Hardships Necessary? (London, 1947), pp. 64-55. defen 
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llers’ market; long-term commitments by house purchasers and 
rental housing investors based on the most optimistic expectations. 
Since this is elementary, a reminder may suffice that maintenance of 
boom levels of activity entails the danger of maintaining imbalances 
such as these. The most serious among them is perhaps the tendency 
of construction costs and prices to rise more than other prices, and 
more than disposable income of large segments of the population. This 
tendency causes concern in view of the one fact on which practically 
all housing analysts seem to agree, e.g., that cost is at the heart of the 
housing problem. 

The imbalances of the boom result, of course, from efforts in the 
market place or in government to push output beyond the limits of 
capacity which has little short-term flexibility, especially during periods 
of generally full employment. A greater clarification seems to be 
needed of the relationship between output stabilization and capacity. 
A feasible objective of stabilization policies may perhaps be the main- 
tenance of production at a level close to, but not exceeding, capacity. 

It is possible to interpret recent federal housing policies as part and 
parcel of a long-term effort to devote a larger proportion of total re- 
sources to residential construction, which would require a continuous 
expansion of capacity over a considerable period of time. In this case, 

creasing relative costs might be considered the price paid for re- 
allocation of resources. To the extent that consumers were unwilling 
or unable to cause the resource shift, the government would pay the 
price in terms of subsidies or losses on loans, and there would be 
little if any concern over imbalances produced in the process. If this 
interpretation is correct, the consequences of pursuing such a policy 
under conditions of full or nearly full employment must be clearly 
recognized. One of the consequences would be a snowballing of federal 
credit and subsidy aids as an increasingly large proportion of families 
would be unable to stay in the race between rising relative costs and 
prices and their ability to pay. Another likely consequence would be 
an increase in the relative cost of all types of construction, both 
private and public, since housing and other types of construction draw 
largely on the same materials and labor resources. In addition, govern- 
ment insurance of liberal home mortgage loans or direct government 
loans would seem to be an extremely poor means of executing such a 
resource shift. For these loans represent long-term obligations of mil- 
lions of citizens, a large number of whom might have the notion of 


making strenuous efforts at repayment rather than “walk out” on the 


government when obligations become too burdensome. It is hardly a 


detensible public policy to favor cynical over honest borrowers. 
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V 


It remains to consider briefly some of the implications of the 
federal housing policies during the past three years. So far, some oj 
the financial (as well as other) aspects of the postwar housing boom 
have shown an amazing degree of resemblance to those of the boom 
after World War I—and an alarming one in view of the permanent 
improvements in mortgage lending practices and policies that were 
expected to result from the new federal instrumentalities such as the 
Home Loan Bank Board and the Federal Housing Administration, 
Shoestring financing in the production of housing and in the purchase 
of houses for owner-occupancy is probably as widespread as during the 
earlier period. That the combination of junior and first loans during 
the ’twenties has been replaced largely by government-guaranteed or 
-insured first mortgages covering 80 to 100 per cent of appraised 
value is a superficial difference, except that the high-percentage first 
mortgages of today are for long terms and provide for regular 
amortization, whereas the junior loans of the ’twenties were for short 
or medium terms. Moreover, the use of second mortgages which had 
been reduced sharply during the ’thirties appears to have increased 
substantially, although there are no statistical data to evidence this 
trend. Whether appraisal and underwriting procedures generally 
are any sounder than during the ‘twenties is an open question, despite 
the addition of many “scientific” trappings to appraisal techniques 

Likewise, it is impossible, in the absence of sufficient data, to 
generalize on the question whether house purchasers during recent 
years have overcommitted themselves in the same degree that was ob- 
served during the boom of the ‘twenties. The more general use 0/ 
mortgage loans providing for regular amortization is probably the one 
feature which distinguishes recent mortgage lending from that o! 
earlier periods; but it remains to be seen whether it will be a saving 
feature, since amortization of the now customary loans with long 
maturities is slow during the first few years. The fact that such a 
large proportion of mortgage loans outstanding is insured or guaranteed 
by the federal government will probably cushion the effect of untoward 
developments on financial institutions, but whether it will reduce the 
impact of such developments on the financial system as a whole re- 
mains an open question. 

Some correction of lending practices characteristic of the immediate 
postwar period could be observed in late 1947 and in 1948 when 
mortgagees unquestionably developed a tendency toward greater cal: §- duct 
tion and selectivity. A substantial proportion of government-guara — 1945 
teed and -insured loans was written for shorter maturities and on lowe! Fa, 
loan-to-value ratios than the statutory maxima would suggest, and BRP out-o 
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loan rejections were on the increase. But this development was imme- 
diately interpreted by legislators and administrators as representing 
4 shortage of mortgage funds and led to new government programs 
such as the secondary market operation of the Federal National Mort- 
gage Association authorized in the Housing Act of 1948. In other 
words. such corrective market forces as have come into operation 
were weakened by government action pulling the other way, but the 
final result of the conflict between restraining market forces and 
stimulating government programs is still in the balance. 

Thus, it would be premature to express any summary judgment as 
to whether recent financing practices fostered by government policies, 
if continued, will in the end necessarily produce a collapse of the 
kind and magnitude experienced after the boom of the ’twenties— 
in spite of uncomfortable parallels that could be observed. The out- 
come will, of course, be affected by many things other than those re- 
viewed in this article. All that can be said with a degree of confidence 
is that recent governmental policies have done nothing to prevent 
fluctuations as great as, or even greater than, those observed in pre- 
vious periods. They have certainly contributed to the sharp increase in 
building costs and in prices of new as well as existing houses. 

Another implication is the kind of stabilizing government action that 
is left for application during periods of serious decline in the volume 
of residential construction. A great deal of the ammunition in the 
arsenal of government has already been shot away in the recent post- 
war boom, and will be shot away under the Housing Act of 1948. 
After supporting 80 to 100 per cent loans for housing during a period 
of full employment, at unprecedentedly low interest rates and for 
terms of 25 years or even more, what weapons are left to stimulate 
housing construction when a stimulus is warranted? 

It appears that a program of cheap credit within the framework of 
private financial institutions could not be carried any further than it 
has been carried to date. Obviously, the guarantee of loans of more 
than 100 per cent of appraisal value or cost would be an absurdity and 
tantamount to a premium for builders and for purchasers.* The 
effects of further extensions of amortization periods would be less and 
less significant so far as total financial charges are concerned. Further 
reductions in mortgage interest rates would depend upon general 
money market conditions and the not yet fully tested ability of the 
monetary authorities to manipulate rates. The limits to continued re- 
ductions of mortgage interest rates were highlighted in late 1947 and 
1948 when even a slight increase in general interest rate levels dimin- 
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may be noted that 90-per cent loans normally enable a builder to cover all of his 
“pocket expenses or, in the lingo of the trade, to “mortgage out.” 
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ished or wiped out the net-yield margin in favor of 4-per cent guaran. 
teed home mortgage loans, and led to a diminishing supply of mort. 
gage funds at that rate. Thus, the principal remaining weapons {o; 
future stimulation of residential building activity would seem to be 
(1) large-scale substitution of direct and probably not self-liquidat. 
ing government credit for private credit, and (2) a large-scale pro. 
gram of subsidized public housing. 

These measures, however, would come into operation at a much 
higher level of building costs caused by the government aids which 
were extended during the boom and would, in fact, tend to underpin 
that level of costs. They would, therefore, either not go as far as they 
might otherwise, or they would require much greater outlays and 
burdens than would be the case otherwise. In addition, there would 
be a profound change in the institutional framework of the Amer- 
can economy if direct government credit and subsidies were to become 
the principal supports of a high level of residential construction. Thes 
prospects may appear either gloomy or bright, depending upon view- 
points. But they must be evaluated against the alternative of more 
flexible policies in respect to credit and subsidies for housing, geared 
to minimizing output and employment fluctuations. 
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THE DYNAMICS OF PRICE FLEXIBILITY 


By Tuomas C, SCHELLING* 


I. Introduction 


The purely theoretical case against price flexibility, as a device for 
restoring or assuring full employment, has recently come to hinge on 
dynamic considerations, specifically on the speculative reaction to price 
changes. Mr. Don Patinkin and Mr. Lawrence Klein have both stated 
this position.’ They argue that, while there may at any moment be a 
price /evel which, if sustained, would yield full employment, the move- 
ment of prices toward that level would set off adverse reactions which 
would dominate the system, causing an aggravation rather than 
amelioration of unemployment. 

It is the purpose of this paper to point out an incompleteness in their 
logic and to develop an explicit analysis of the dynamic problem in- 
volved. First we shall summarize briefly the argument of Mr. Patinkin 
and Mr. Klein and suggest wherein their omission lies; then we shall 
present a diagrammatic analysis of the subject. 

Briefly Mr. Patinkin’s argument is this. A fall in the general price 
level raises the real value of net cash assets.” The impulse to save is 
negatively related to the real value of net assets. A fall in general price 
level consequently lowers the savings function; a rise in price level 
raises it. There is some price level at which the savings function has the 
same value at full employment as the investment function.* Futher- 
more this “full employment” price level represents, in a certain sense, 
a stable equilibrium: if prices are too high, employment is less than full, 


e author is currently economic analyst with the Economic Cooperation Administra- 
n to Denmark, on leave from Harvard University. 

‘Don Patinkin, “Price Flexibility and Full Employment,” Am. Econ. Rev., Vol. XX XVIII, 
No. 4 (Sept., 1948), pp. 543-64. Lawrence Klein, The Keynesian Revolution (New York, 
Macmillan, 1947), pp. 88, 89, 109, 

See Mr. Patinkin’s discussion of what constitutes “net cash assets” for this purpose, 

p. cit 549-51. The problem of definition is based on the fact that many cash assets, 
mand deposits, are offset by cash liabilities of others. Unless there are asym- 
metries of response, only certain government liabilities and the monetary gold stock may 
be included. Mr. Patinkin would include interest-bearing government securities held by the 


udlic; this inclusion is correct only if potential taxpayers fail to recognize an increase 
n the real value of discounted future tax liabilities—which they probably fail to do by 
‘nd large, at least to a completely offsetting extent. 


atinkin recognizes that the price level effect may be asymptotic. 
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prices fall; if prices are too low, employment is overfull, prices rise: 
Mr. Klein outlines a similar case, although his orientation is principally 
toward the effect of larger real cash balances on the interest rate, hence 
on investment (and consumption, if one wishes). 

To this line of reasoning Mr. Patinkin then raises two objections, , 
policy objection and a theoretical objection; Mr. Klein raises the same 
theoretical objection.’ The policy objection is that the adjustment may 
take too long; wages and prices fall at some finite rate, perhaps the 
rate is slow and the required fall is great and many months or years 
are required to lift the real value of net cash assets to the full employ- 
ment level. The theoretical argument is that the static hypotheses fai! 
to represent all the essential parts of the economic system; expecta- 
tions have been left out. For when expectations are admitted, it follows 
that the price changes may cause anticipations of further price changes 
which affect the level of employment in the opposite direction. When 
prices fall, and further decline is expected, consumers postpone pwr- 
chases, businesses liquidate inventory and defer construction, etc. Con- 
sequently, while there exists some price level consistent with full 
employment, the adverse effects of price changes toward that level 
dominate, and “it is impossible to reach (or, having reached, remain 
at) such a position.’ 

The above argument may be attacked in either of two ways. One 
would be to deny the quantitative implications of it: the speculative 
effect might be small, the price level effect might be substantial. This 
becomes an empirical argument, and we shall not pursue it here. The 
other attack is to grant the essential mechanics of the thing, and pro- 
ceed to trace the ultimate outcome. 

First, it will probably be agreed that, in combatting unemployment, 
what we are trying to minimize is some function of the whole time 
pattern of unemployment. A brief period of severe unemployment will 
perhaps be considered less undesirable than some longer period of mild 
unemployment. 

Second, price flexibility—or wage flexibility, since we shall assume 
close correspondence between wages and prices—means that when 
unemployment exists, wages and prices fall at some finite rate over 
time. (Instantaneous adjustment is not only empirically implausible 
but precludes the whole question of stability.) Furthermore, the rate 
of wage-price decline may be geared to the amount of unemployment. 
It may, in fact, be a rather complicated function of present and past 
unemployment, i.e., duration may have some effect on the rate of price 

‘We shall allow the process to work on both sides of full employment. 

° Klein, The Keynesian Revolution, pp. 88, 89, 109. 

* Patinkin, op. cit., p. 559. 


j 
( 
{ 
W 
| 
W 
ti 
Or 
| ra 
tne 
l 
tne 
| 
| 


SCHELLING: DYNAMICS OF PRICE FLEXIBILITY 913 


wage decline; but we shall assume that the time rate of change of wages 
and prices depends on the amount of unemployment. 

The crux of our argument is this: the speculative expectation effect 
may, by initially increasing unemployment, accelerate the price decline 
and ultimately shorten the duration of unemployment. Essential to this 
result are two conditions: (1) that, after some lapse of time, the price 
level effect asserts itself over the anticipation effect, and (2) that the 
resulting time pattern of unemployment actually does, according to 
somebody’s criterion, represent an improvement over the alternative, 
slower, direct approach to full employment, 7.e., the one which would 
occur in the absence of the “‘adverse” speculative reaction. 

What we are talking about is a “cold turkey” remedy, in contrast 
to a tapering off. It is as though the best way to cure a cold were to 
make it initially worse so that the patient would go to bed and take 
care of himself. 

It is difficult intuitively to see whether there is a flaw or hidden in- 
consistency in this argument. One might suspect that the mechanism 
works only if “peculiar” shapes are imputed to the relevant behavior 
functions. Fortunately, the whole analysis can be put into a diagram 
which, in spite of some multiplicity of variables, is fairly simple. 

In the abstract, the problem to be studied is that of one variable 
whose rate of change over time is related to a second variable whose 
value in turn is related both to the value of the first and to the latter’s 
rate of change over time. While the following analysis will proceed in 
terms of the present question of price flexibility, problems of this form 
may be found in other contexts.’ 


II. Analysis 


First we must specify what our behavior functions are and formulate 
the concepts of adjustment and stability. We have two behavior equa- 
tions in this model; they are all we need for the case being analyzed. 
One is this: the rate of wage-price decline depends on the amount of 
unemployment; specifically, the greater the unemployment, the faster 
the fall of wages and prices. Denoting unemployment by U, and the 
rate of price-wage decline by P’, we draw the curve labelled P’ (U) in 
the diagram to represent this relationship between the rate of price de- 
cline and the amount of unemployment. The horizontal axis (Figure 
|) measures unemployment; the vertical axis, labelled P’, measures 
the rate of price decline in, say, per cent per month. 

The second hypothesis is this: the level of unemployment depends on 
both the price level and the rate of price change. (We have implicitly, 
! course, an investment and a consumption—or savings—function. 


>ee the final paragraphs of this paper for two examples. 
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We may, to fix ideas, think of the absolute price level as determining 
the height of the savings function, and the rate of price change as 
determining the height of the investment function.) While income, or 
employment, depends only on price, it depends on two aspects of price: 
the level itself and its rate of change. We treat these as two separate 
variables (as far as the unemployment function is concerned). The 
two variables, P and P’, are completely related in that, knowing the 
course of P over time the course of P’ can be derived; and, given the 
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course of P’ over time and the initial value of P, the entire course 0! 
P can be constructed. It is as though some magnitude depended on 
both the speed and distance of a moving object, where the speed \s, 
of course, the rate of change of the object’s distance over time. _ 
These two behavior functions would be sufficient to determine the 
course of the variables over time. If both of these functions are satls 
fied, i.e., if the values of U, P, and P’ conform to our hypotheses, we 
time path of U and the time path of P (hence also of P’) can be trace¢ 
if we know the shapes of the functions. We might be tempted at this 
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point to assume certain shapes for our behavior functions and trace 
out the time pattern implied in them, to see whether unemployment 

ended toward zero and price toward some equilibrium value. But this 
pre e would avoid the main problem, namely whether our two 

functions necessarily are, or can be, simultaneously satisfied. For in 
reality we are dealing hese with two levels, or orders, of equilibrium: 
equilibrium in the sense of satisfaction of our two behavior functions 

a dynamic equilibrium in which the variables are in motion—and 
“full employment equilibrium”—a static equilibrium whose condition 
is that P, U, and P’ have certain values, namely zero for U and P’. 
We must first ascertain whether our two behavior functions enjoy 
dynamic stability, before analyzing the implications of their simultane- 
ous satisfaction. 

We must look now at the concept of dynamic stability. Two or more 
behavior patterns (or functions, or equations) are considered stable 
if, when an initial set of actual values differs from those which satisfy 
the functions, the values of the variables ultimately approach those 
values which do satisfy them, these latter values being referred to as 

solution values” or “equilibrium values.” Inherent in this concept is 
the recognition that divergencies from equilibrium may occur, that the 
variables do not adjust instantaneously to their function values, i.e., 

t the behavior patterns represent tendencies, propensities, or aggre- 
gates of individual intentions.* The solution of the behavior equations 
is significant only if (1) there actually is a solution—there is nothing 
sociologically necessary about the existence of a solution, #.e., about 
the consistency of all economic intentions, and (2) the solution is 
stable as defined above. If the solution is not stable, the implications of 
simultaneous solution are largely irrelevant. 

It is analytically useful—and frequently plausible empirically—to 
assume that one type of behavior adjustment is more rapid than the 
other, even instantaneously rapid by comparison. For example, in 
the cobweb analysis demand is usually assumed to adjust immediately 
to price, while supply responds slowly or with a lag. According to this 
point of view, one of the functions is considered to be always satisfied; 
¢.g., price-quantity combinations always satisfy the demand function 
in the usual cobweb analysis. Often, for purposes of analysis, it does not 
matter which variable is taken as adjusting instantaneously and which 
as the slow one whose behavior pattern is never satisfied until equi- 


Phat is, each function is itself one (short-run) equilibrium condition. The full inter- 
U = f (P, P’) is that: 
dU 


[U {(P, P’)], where [0] 


Sign [U—f(P, P’)] = minus Sign [U —f(P, P’)]. 
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librium is reached. (In the present case this is so; in the cobweb 
case the stability conclusions are reversed.) Intermediate positions 
seem more realistic, in which rates of adjustment of both variables are 
explicitly considered, and neither function is quite satisfied until 
equilibrium is reached. Diagrammatic analysis is much simpler if we let 
one variable adjust rapidly in relation to the other; the reader can 
reverse or compromise this position in the analysis below, and convince 
himself that the conclusions remain valid. 

Of the two functions, we shall consider the price-flexibility function 
as the rapidly adjusting one, 7.e., the function relating the rate of price- 
wage decline to the amount of unemployment, the one labelled P’(U). 
We assume, that is, that the rate of price-wage decline is always exactly 
geared to the amount of unemployment, in accordance with this func- 
tion, with no appreciable lag. (Which is to say that it adjusts so quickly 
that no appreciable change occurs in either U or P while the adjust- 
ment takes place.) And we assume that unemployment adjusts at a 
slower rate, always moving in the direction of its value according to 
the unemployment function (which is a function of both P and P’). 

We proceed now to the first diagram. The P’(U) function, relating 
the rate of wage-price decline to unemployment, is given an ogive shape, 
to indicate that price-wage rates fall slowly at low levels of unem- 
ployment, that the rate of price-cutting sharply rises beyond some 
critical unemployment level, and that it then tapers off to perhaps an 
asymptote. We give it this shape only to demonstrate the possibility of 
certain results, and not because of its compelling plausibility. This 
function goes through the origin, which only means that our definition 
of “price flexibility” is consistent with our definition of “full employ- 
ment.” It rises steadily to the right, and it appears in both the north- 
east and the south-west quadrant, those of unemployment and over- 
employment respectively, being negative (rising prices) in the over- 
employment range. 

We next draw our unemployment function. Since our diagram is two- 
dimensional, we cannot show U as function both of P and of P’. So we 
draw the U function corresponding to a given value of P, namely PI, 
labelling this function U(P’, P1). This function rises to the right; it is 
drawn as a straight line for manipulative simplicity. If it were vertical, 
it would indicate the absence of the expectation effect; the less steeply 
it is sloped, the greater is the indicated sensitivity to price-change. 
Since the U function corresponding to P1 cuts the horizontal axis to 
the right of the origin, we know that P1 is greater than Po, the full 
employment equilibrium price level, i.c., the price level which, if 
sustained, would be associated with full employment. That is, the par- 
ticular function drawn for P1 shows positive unemployment for zero 
rate of price change. 
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We assume now that price P1 exists, and that unemployment is of 
the amount denoted by x: on the diagram. (We have thus subjected 
our svstem to two disturbances from full equilibrium, one shifting the U 
function at current prices so that price is above equilibrium price, and 
another knocking unemployment out of line with the unemployment 
function.) Immediately prices begin to fall at the rate given by the 
P’ function, namely the rate r on the diagram. 

With the given price, P1, falling at the rate r, unemployment tends 
to move toward x2, the function value for U corresponding to P1 and 
r. This movement takes a finite length of time, during which (1) the 
rate of price decline increases in accordance with the P’ function, and 
(2) price itself is declining. So the path traced out by U and P” is 
along the P’ function, toward the receding value of the U function. 
If the adjustment of U is fast relative to P’ (not relative to the adjust- 
ment speed of P’, which would be P’’, but to the rate of change of 
price itself) multiplied by the derivative of U with respect to P; i.e., 
if the adjustment speed of U is fast relative to the shift of the U(P’) 
function as P changes; the “final” position is near x; with P’ equal to 
the P’ function value corresponding to xs. But, if the price changes 
during the adjustment have shifted the U function appreciably, then 
the U function has been moving appreciably leftwards as U increased 
for the falling price means a falling savings function and a falling un- 
employment function) and the end result is at, say, y:, with price P2, 
and price now changing at the rate q. 

But this “end result” is only the very short-run solution; for price 
is changing according to the P’ function, and the U function is there- 
lore moving steadily leftwards. So y:, q, and P2 only represent points 
on a moving equilibrium; P2 is not, except by coincidence, equal to P»” 

Before taking the next step, we should notice that our intersection 
of the U and P’ functions is stable as we have drawn it; i.¢., an initial 
value of U off the U function approaches its function value (ultimately 
approaches it: the solution value may move ahead of U itself for some 
distance faster than U moves.) This is dynamic stability—of our be- 
havior functions, not yet of the Po price-full employment equilibrium, 
although that will be seen later to follow. Had the U curve intersected 
the P’ curve from above, the behavior system would have been unstable 
(at least until another intersection were approached) and U would 
either rise or fall without approaching any limiting value. 
it will be noticed that the expectation effect has aggravated unem- 
ployment. From an initial position x:, U has increased to y:. Had the U 
‘unction been a vertical line (i.e., without expectation effect) unem- 
ployment would simply have moved leftward from x:, as price declined 


Tt could, of course, be less than Ps, since the U function has shifted leftwards. The 


tions of this possibility will become clear later. 
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and the vertical U function shifted leftwards. It should also be noticed 
that, at the new position y:, price is declining much faster than it 
would have declined at or near x:. 

The next step is to trace out the subsequent courses of U, P, and Pp’ 
We shall assume that the price level effect is purely additive, i.c., that 
the U function keeps its shape and moves leftward parallel to itself as 
price falls. And—solely to help keep track of our variables—we shal] 
assume that equal successive percentage decreases in price cause equal 
absolute shifts to the left of the U function.’® 

We now introduce a clock and move the U function leftwards at q 
speed proportional to the value of P’. As the U function moves left. 
wards, P’ decreases and the leftward speed of the function diminishes, 
We can keep a time series record of unemployment as we go.” 

When P has declined to P3, corresponding to the U function tangent 
to the P’ function, the short-run equilibrium becomes unstable, and U 
moves at its own adjustment speed toward ys (which is itself receding 
as price continues to decline.) By “its own adjustment speed” we mean 
the rate at which U moves toward its own function value, the one which 
was relevant for movement from x: to y:.* From yi: to yz, U moved 
at a speed geared to the rate of leftward shift (itself proportional to P’) 
and the slopes of the two functions. (It might be that U’s own adjust- 
ment speed were small relative to the rate of leftward shift; in that 
case U would always be limited by its own adjustment speed. We shall, 
in general, ignore this possibility.) 

This movement from y: to ys is the conceptual reverse of the ini- 
tial movement from x: to y:. What has happened is that price has al- 
ready declined substantially, and it is the rate of price decline which is 


* That is, U is linear in the reciprocal of P. 

"In this and the following paragraphs we make the very important assumption that 
the U function shifts slowly relatively to U’s ability to adjust toward its function value 
so that the intersection may be taken to denote the value of U. Strictly speaking, the value 
of U cannot be taken as lying quite on the function—else the value of U could not be 
changing. What we must envision is a rate of adjustment of U, toward its own function 
value, which varies with U’s distance from its function value, rapid relative to the fune- 
tion’s shift when U is any appreciable distance from its function value. And dU/¢t 
may be taken, in short-run equilibrium, as given by dU/dt = df/dt = f,P’ + f» P” = 
fpg(U) + fg’ (U)dU/dt, or, 

fp g(U) 
1—f,g"(U) 

where the numerator denotes the left- 
ward shift of the U function, and the denominator allows for the slopes of the two inter- 
secting curves. In the above notation we have written g(U) for P’(U) to avoid com- 
plication with primes; P’ and P” are time derivatives, g’(U) is derivative of P’ with respect 
to U. 

“This speed is not taken to be constant (cf. n. 11) but rather as varying with the 
distance from the function value. 


dU/dt = 
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holding unemployment at a high level. As employment creeps up, the 
rate of price decline slows down sharply in the region where the P’ 
function is steep, and a cumulative interaction sets in, a “multiplier 
effect” which finds U pushing its own function value ahead at a faster 
‘e than U itself can adjust for some distance. 

For a while, prior to tangency, there were three intersections, two 
stable equilibria with an unstable one between. At one of those price 
levels there were two possible equilibrium employment levels, each 
responding to a different rate of price change. Any autonomous jump 
‘ unemployment from one of these values to the other would have 
been a stable shift, #.e., unemployment would have stayed fixed (in the 
hort-run sense) at the new point. 

According to the diagram, U then continues to move asymptotically 
toward zero, as P moves toward P»> at a rate given by the P’ function. 
Before comparing relative severities of unemployment, we may con- 

ler a few interesting points. One of them is the question: can unem- 
ployment, according to these hypotheses, oscillate? We had one re- 
versal of direction at y:; can there be another? 

f the P’ function has an ogive shape in each quadrant, i.e., one in- 
ion point in each quadrant, we have the result that U may reverse 
irection but not more than twice, aside from the original reversal at 
v:. If the U curve tangent to the P’ curve cuts the horizontal axis to 
e left of the origin, the multiplier effect carries U over into the over- 
ployment region, the south-west quadrant. This occurs because 
rice has fallen below Po. In this case, U starts back along the P’ curve 

i the south-west quadrant. (The intersection in that quadrant—ifi 
there is one—is necessarily stable.) The same thing can occur on the 
return trip, 7.e., a skip into the northeast quadrant. But, as the reader 
may test, it cannot then again skip back southwest so long as the P’ 
nm has the general shape imposed above. Whatever the shape 
‘the P’ function, so long as there are intersections in both quadrants, 
the number of oscillations is limited by the number of waves in the P’ 

Irve. 

It is also clear from the diagram that, if the system shows short-run 
stability, there is also long-run™ full employment stability. There is, 
however, the intermediate case, that for certain initial values there is 
short-run stability but after a finite time the process rolls off the track 


\gain our conclusion rests on the assumption that the U function slides slowly rela- 


ely to the speed at which U can adjust. Without this assumption perpetual oscillation 
obtained 
” as used here is the short run of usual analysis, i.e., a period short enough 
; ons in the investment or consumption functions—other than those allowed for 
” the analysis—are susceptible of being ignored. Specifically, “long run” equilibrium 
rs to fu ployment and price Po. 


920 THE AMERICAN ECONOMIC REVIEW 


and becomes unstable. This could occur if the tangent U functio, 
crossed the horizontal axis left of the origin and there were no inter. 
section in the southwest quadrant. In that case initial unemploymen; 
would be aggravated by the “multiplier effect,” check itself and start 
its orderly return along the P’ function, and then “fly off on a tangent” 
into the overemployment side and keep forever going. This sort oj 
thing could occur if the P’ function failed to show symmetry about the 


FIGuRE 2 


origin (which it need not), or could enter by the complication of the 
unemployment function’s shape.*® 

Nothing will be argued here about the probable shapes of the func- 
tions. What has been demonstrated is that the expectation effect nee 
not imply instability of full employment equilibrium, even though 
does initially involve an increase in unemployment over what it would 
otherwise have been in the absence of anticipations. That is, whethe! 


* If we allow our behavior functions to apply even at zero employment on the one side, 
and some comparable physical limit on the other, then long run stability can be guarantee 
so long as P’ does not become infinite and we retain our assumption that U's own adjust 
ment is fast relative to the rate of shift of the U function. 
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the price-change effect leads to stability or instability has been shown 
to be an empirical question. 

We shall now demonstrate the possibility that the expectation ef- 
fect reduces the “severity” of unemployment. Of course, individual 
value judgments enter at this point if severity is a welfare problem. 
But probably all value judgments would allow that the magnitude of 
unemployment could be offset by its brevity, 7.e., that the height at 
its peak is not the sole measure of severity. 

An attempt has been made on the second diagram to space the suc- 
cessive U functions proportionately to the height of the P’ function, 
so that the various contour values of P denoted by the different U 
curves are equally spaced in time. (Here we make use of our sim- 
plifying assumption that U is linearly related to the reciprocal of P.) 
Similarly the cross ties on the horizontal axis, between the point x and 
the origin, are spaced horizontally in proportion to the values of P’ 
corresponding to the values of U they denote. They represent succes- 
sive unemployment figures, equally spaced in time, in the absence of the 
expectation effect, i.e., if the U function is vertical. (The cross ties 
should be vertical U functions intersecting the P’ curve; they are 
drawn as they are to keep the diagram clear.) We can compare now 
the two time series of unemployment under the two alternative as- 
sumptions of some, or no, expectation effect, by marking down the 
successive values of U corresponding to the successive intersections of 
the U and P’ functions, going from right to left. 

We have drawn a favorable case for our argument. If we introduce 
the expectation effect in the form of the curve labelled U(P’, P1), we 
find that initial unemployment is about trebled. But we also find that 
it reduces, in two units of time plus some adjustment time (during the 
unstable phase from the point of tangency to z) to the amount of un- 
employment denoted by z. Without the expectation effect, P changes 
very slowly, and numerous units of time are apparently (the diagram 
is too Coarse to permit counting) required for U to diminish to the 
amount z. Here we have procured, at the expense of severe unemploy- 
ment for something over two units of time, a rapid fall in prices which 
brings us close to full employment, all through the agency of the 
“adverse” expectation effect. 

A few other problems which share the form of that treated above 
may be suggested. If we suppose the rate of construction, X, related to 
the rent level, R, while the rent level itself is related to the stock of 
_— S, and the national income, Y, we have: X = X(R) and 
“= R(S,Y). But the rate of construction is the time rate of change 
of the stock of houses, so we replace X by S’, obtaining S’ = S’(R), 
R= R(S,Y). If next we suppose that a principal determinant of the 
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level of national income is the rate of construction itself, ie., 
Y = Y(S’), then we can rewrite our two relationships as: S’ = §/(R). 
R = R(S,S’), which is formally identical with the price flexibility for. 
mulation. If, as we probably intended, S’ is positively related to R. 
while R is related negatively to S and positively to S’, the intersection 
of the two curves on our diagram will move toward a long-run equi- 
librium if dynamic stability is present—the only case in which the inter. 
section is relevant. 

Again, one might postulate (as we did above) that consumption js 
related to net assets as well as to the level of national income, and 
write C=C(A,Y) to denote this. Letting Y, for simplicity, be the sum 
of consumption and investment, we then have Y = C(A,Y) + A’= 
Y(A,A’), for investment is simply the rate of change of assets (allow- 
ing for no price movements in the present case.) Then if we consider the 
level of income to be a principal determinant of the rate of investment, 
we have both Y = Y(A,A’) and A’ = A’(Y), which is formally similar 
to the price flexibility problem. In the present case we probably intend 
that Y is positively related to both A and A’, so the intersection on our 
diagram will move steadily outward, to no long run equilibrium, if 
dynamic stability is present. And again, if the curves so intersect that 
dynamic stability is absent, the two relationships will not be satisfied 
in the first place; the course of their moving intersection is conse- 
quently without significance. 

This last example suggests a further extension of the technique. We 
may consider investment, as well as consumption, to be related to total 
assets and national income, so that A’ = A’(A,Y) and Y=Y(A,‘’). 
In that case both our curves, that relating Y to A’ for a fixed value of 
A and that relating A’ to Y for a fixed value of A, would shift over 
time as A changed at the rate A’. If the curves are dynamically stable, 
then whether A, A’, and Y approach equilibrium depends on the relative 
shifts of the A’ curve and the Y curve as A changes in value over time. 
(In this more complicated case, long-run equilibrium may be ap- 
proached by some of the variables and not by others.) 
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WARBURTON VS. HANSEN AND KEYNES 


By Renvics FEeis* 


In several recent papers, Clark Warburton has used statistical data 
' on the velocity of money to defend traditional monetary theory and to 
dispute Keynesian theory.’ His remarks raise five closely related prob- 
lems, which will be discussed below: (1) the validity of the monetary 
theory of the cyclical downturn; (2) the validity of the theory that a 
shortage of investment opportunities causes the downturn; (3) the 


tual consistency of the two preceding theories; (4) the validity of 
Keyn es’ theory of liquidity preference; and (5) the efficacy of mone- 
tary policy compared to fiscal policy. 


1. Dr. Wasbuarnit has described the following sequence as causing 
the downturn; monetary deficiency leads to falling prices and ipso 
fecto reduced profits and/or the expectation of losses; reduced profits 
cause the business downturn.’ In other words, the peak in money supply 
relative to trend comes first, then the peak in prices, and lastly the 
peak of the business cycle. In the same article Dr. Warburton has 
bse statistical data on the quantity and circuit velocity of money 
with which the sequence can be verified for the period 1919-1945. The 
act ra sequences are shown in Table I. In two cases (the downturns of 

1929 and 1937), the sequence is borne out. In the other three cases, 
the peak in money relative to trend occurred virtually simultaneously 
with 1 he cyclical peak, so that the sequence is not borne out. Neither 
is it satisfactorily disproved. 


*The author is assistant professor of economics at Vanderbilt University. 
and Fellner on Full Employment Policies,’ Am. Econ. Rev., Vol. XXXVITI, 
(March, 1948), pp. 128-34; “A Consideration of the Economic and Monetary 
“heories of J. M. Keynes: Discussion,” Am. Econ. Rev., Proceedings, Vol. XXXVIII, 
oe ¥, 1948), pp. 293-95 ; “Quantity and Frequency of Use of Money in the United 

states, 1919-45,” Jour. Pol. Econ., Vol. LIV, No. 5 (Oct., 1946), pp. 436-50. 
"Journal Politcal Economy, October, 1946, p. 443: “Monetary deficiency, either in the 
t form of contraction or in the milder form of absence of growth, is likely—in 
4 jost_certain—to produce a business depression. The reason for this is the well- 
nown fact that wage rates and other business costs are largely fixed by contract or 
nd that their downward revision is a slow and difficult process. A falling price- 
‘herefore reduces business profits by narrowing the margin between the price of a 
t and its cost of production. The resulting absence of profit, or threatened loss, 
nessmen to reduce their output.” In the March American Economic Review, 


ton holds that a rate of growth of the money supply slower than trend has 
ne effe 


Dr. Warbur 


the 
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Establishment of the expected statistical sequence is not sufficien; 
to substantiate Dr. Warburton’s theory. Even when the central bank 
has pursued a restrictive policy, as in 1937, it is possible that the slack. 
ening in the rate of increase in the money supply was caused by other 
factors, e.g., the decline in net income-increasing expenditure by goy- 
ernmental units, which began in July, 1936,° gives a plausible explana. 
tion both of the downturn of 1937 and the antecedent slackening jn 
the rate of growth of the money supply.* 

From a theoretical point of view, the milder position of Professor 


TABLE I.—STATISTICAL TESTING OF Dr. WARBURTON’S 
MONETARY THEORY 


Peak in Money Rela- Peak in Wholesale Peak in Business 
tive to Trend* Prices (BLS) Cycle 
1Q 1920 May 1920 1Q 1920 
2Q 1923 Mar. 1923 2Q 1923 
2Q 1926° Nov. 1925 3Q 1926 
2Q 1928 Sept. 1928 2Q 1929 
40 1936 Apr. 1937 2Q 1937 


® Money held by business and individuals including time deposits, taken from Warburton 
Journal Political Economy, October, 1946, pp. 438-41. 

>The dates of the cyclical peaks are taken, in accordance with Dr. Warburtun’s ow 
preferences (American Economic Review, March, 1948, p. 130), from Arthur F. Burns and 
Wesley C. Mitchell, Measuring Business Cycles (New York, 1946), p. 78. 

° 3Q 1926 shows an increase which is less than trend by only a negligible amount. Tod 
quantity of money, however, has a peak in 4Q 1925. 


Haberler, who holds that inelasticity of the money supply makes the 
economy vulnerable to a downturn,® seems sounder than the position 
of Dr. Warburton, who deems it a sufficient cause of the cyclical turn- 
ing-point. One must be very sympathetic indeed to the monetary ap- 
proach to consider a rate of increase in the money supply of, say, ‘ 
per cent (as compared to the trend rate of 4.5 per cent) a potent cause 
of depression. 


2. In his comment on Professor Fellner’s review of Professor Hav- 
sen’s Economic Policy and Full Employment, Dr. Warburton has pro- 
posed an empirical test of the theory of shortage of investment il 
tunities vs. the monetary theory and has issued to Hansen, Fellner and 


any other interested economist three challenges: 


a. To cite a single case [of a cyclical downturn], with supporting factual 


°Henry H. Villard, Deficit Spending and the National Income (New York, 191), P? 
287 and 293. 

* Of course, the full story of 1937 is much more complicated. 

* Gottfried Haberler, Prosperity and Depression, 3rd. ed., (Lake Success, 1940), ¥ 
355-56. 
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relative to a reasonable rate of growth; 

b. To cite a single case in which the monetary contraction associated with 
the down-swing was not itself sequential to (i.e., preceded by) specific forces 
such as central bank action, other government policies, or gold movements 


reserves and the volume of bank credit outstanding or a direct contractive 
action on another important form of circulating medium; 

c. To cite a single case, with supporting factual data, in which “idle 
money,” as indicated by a decline in circuit velocity relative to secular trend, 
preceded monetary contraction at the peak or in the early stage of the down- 
swing phase of the cycle.® 


Contrary to Dr. Warburton’s impression, failure to meet the three 
challenges does not damage the theory of inadequate investment op- 
portunities as the origin of depression. With respect to the first and 
third, savers who are unable to find investment outlets might just as 
well be expected to repay bank debts (directly or indirectly) as to hold 
idle money.’ Moreover, inasmuch as Dr. Warburton has in mind 
primarily a decline in the money supply relative to a rising trend, it 
can be pointed out that gradual exhaustion of investment opportunities 
would be expected to slow down the rate of credit creation by the 
banks; for new investment both directly and indirectly stimulates the 
expansion of credit. 

With respect to the second challenge, the presence or absence of 
specific forces having a contractive influence throws little light on the 
issue. Monetary deficiency in Dr. Warburton’s sense could occur with- 
out such forces; on the other hand, where they do appear, they need 
not necessarily result in monetary deficiency. 

Nevertheless, the data compiled by Dr. Warburton do provide 
evidence for one instance of idle money preceding both monetary de- 
ficiency and the downturn. In 1926, the peak in circuit velocity rela- 
tive to trend preceded the peak in money supply relative to trend.° 
lhe sequence depends on using, in accordance with Dr. Warburton’s 
own preferences,° the circuit velocity of the quantity of money held by 
business and individuals rather than the velocity of the total quantity 
of money. The total quantity of money gives no evidence of idleness 
prior to contraction. 


imerican Economic Review, March, 1948, p. 131. 
' the references cited by Dr. Warburton contains any statement by Professor 
that idle . 
fat idle money precedes either the downturn or monetary deficiency, nor do I 
y such statement by Professor Hansen. 
ournal Political Economy, October, 1946, p. 439. 


data. which was not preceded by or simultaneous with monetary contraction ; 
which exercised a contractive influence on the effective quantity of bank 
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3. Dr. Warburton’s presentation gives us a simple choice between 
two theories: the facts can support one or the other but not both 
Actually, however, the facts can be (and usually are) consistent wit) 
both theories. It is this that makes it difficult in any given case ty 
choose among alternative explanations for the downturn, and the sta. 
tistical testing of business cycle theories is therefore apt to be unre. 
warding. Moreover, aside from the problem of interpreting events jp 
any actual downturn, even in principle we may not be faced with 
clearcut choice. We can, to be sure, say that the monetary explanation 
is correct if we know that a more elastic money supply would have in- 
definitely postponed the downturn whereas no increase in investment 
opportunities would have avoided it given the actual status of the 
money supply. Likewise, we can accept the exhaustion-of-investment- 
opportunities theory if we know that more investment opportunities 
would have avoided the downturn whereas no increase in the elasticity 
of the money supply would have done so. But it is possible that neither 
greater elasticity of the money supply alone nor more investment op- 
portunities alone would have avoided the downturn. An eclectic can 
plausibly maintain, e.g., that in 1929 (see below) the shortage of in- 
vestment opportunities made a downturn inevitable but that an easier 
credit policy might have postponed it. 

4. The preceding comments have concerned the cyclical downturn. 
Dr. Warburton’s discussion of Keynes at the 1947 annual meeting of 
the American Economic Association by implication had to do with the 
expansion and contraction phases of the cycle. Dr. Warburton at- 
tempted to use the well-known fact that both the quantity of money 
and its velocity increase in the upswing and decrease in the downswing 
to disprove Keynes’ theory that an increase in the money supply re- 
duces velocity by bringing down the interest rate.*° 

In a similar vein, Dr. Warburton has criticized Professor Hansen 


American Economic Review, May 1948, pp. 294-95: “In Keynesian theory, changts 
in circuit velocity of money are positively correlated with changes in the rate of interes et, 
and changes in the rate of interest are negatively correlated with changes in the quan 
of money. This means that changes in circuit velocity are negatively mnelaiel with 
changes in the quantity of money, that is, V and M are compensatory, with additional 
supplies of money becoming ‘idle’ money. This contrasts directly with pre- Keynesian 
theory, according to which monetary expansion in excess of a normal rate of growt! * 
accompanied, with some lag, by higher monetary velocity, and monetary contraction » by 
hesitancy in the use of money; that is, changes in V were regarded by pre-Keynesit 
economists as a force accentuating rather than compensating the effects of changes 19 ' 

. Our study [at the Federal Deposit Insurance Corporation] has covered the period 
since 1918, The facts, we find, are in conformity with pre-Keynesian theory. The re 
preference phase of Keynesian theory is not in accord with the facts, and appears ' 
irreconcilable with them.” 

Dr. Warburton does not give the statistics supporting his generalization. 
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for saving that there was a vast increase of money between 1934 and 


1937 and that velocity was low.** According to Dr. Warburton, “From 
the low in 1933 to the high in 1937 the quantity of money increased 
relative to trend by less than 10 per cent, circuit velocity by more than 
30 per cent. In terms of contribution to recovery—that is, to stimula- 
tion of sales at more than a normal rate of growth—the rising circuit 
velocity was more than three times as potent as the increase in the 
quantity of money.” 

Dr. Warburton’s position is open to criticism on two counts. First, 
on account of the usual ceteris paribus procedure in economic analysis, 
the liquidity preference doctrine cannot be discredited by a showing 
hat historically increases in the quantity of money have been accom- 
panied by increases in velocity. The essential question is, would not 
velocity have been higher in the period 1934-37, e.g., other things being 
equal, had the money supply been smaller? No simple statistical analy- 
sis can answer the question. It may be that Dr. Warburton’s investiga- 
tions are more complicated than his comments at the annual meeting 
indicate, but it is doubtful if a complicated analysis would not be open 
to so much dispute that it could do little to settle the argument. Key- 
nesians will remain convinced that federal deficits provided the driving 
force behind the expansion of 1934-37; that the increased velocity re- 
sulted from the rising levels of activity so generated; and that the 
chief effect of the increased money supply was to prevent velocity 
from increasing as much as it otherwise would. 
second, Dr. Warburton’s statistical procedure is open to question. 
His figures indicate a relatively large increase in velocity and a small 
increase in money primarily because he removes trend. His trends, 
which are straight lines, apparently are based on the period 1919-29 
and are projected into the period 1930-45.** It is true that the trend for 
velocity gives a good fit to the actual data for the later period, but Dr. 
Warburton’s assumption that the same forces which produced a 
straight-line downward trend in the twenties continued to operate at 
the same rate in the ’thirties is dubious. It can equally well be as- 
sumed that the principal force making for a downward trend in velocity 
real 


in the period 1919-29 was a rise in per capita real income; 

' I n H. Hansen, Economic Policy and Full Employment (New York, 1947), pp. 

: imerican Economic Review, March, 1948, p. 133. Dr. Warburton’s statistics, which 
pare the low of 1933 with the high of 1937, are a bit unfair to Professor Hansen, whose 
' nt referred only to the period 1934-37. Thus Dr. Warburton introduces into his 

he sharp rise in velocity between the ist and 2nd quarters of 1933. 

| Political Economy, October, 1946, p. 447. 

t, Dr. Warburton’s own opinion (ibid., p. 443). 
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income per capita even in 1937 did not regain the 1929 level, it would 
be expected that the downward trend would be mitigated; and there- 
fore the velocity in the period 1934-37 was low. 

The trend for quantity of money, when projected into the ’thirties. 
does not give a good fit at all. Even if it did, one could still maintain 
that the forces producing the upward trend in the ’twenties—popula- 
tion growth, increased productivity per capita, and the forces increas- 
ing the ratio of cash holdings to expenditures*°—were not Operating 
nearly as strongly in the ’thirties. Therefore, the fact that there was 
more money and less money-income in 1937 than in 1929 indicates a 
large growth in the money supply. 

Moreover, it seems to me (though Dr. Warburton will doubtless dis- 
agree) that the true state of the money supply in those years cannot 
be measured by the quantity of money alone. The large growth oi 
member bank excess reserves and the low rates of interest show that 
the quantity of money could have been much larger. Hence, for pur- 
poses of the present problem, Dr. Warburton’s statistics understate the 
money supply and overstate its velocity. Some fraction (or multiple) 
of the excess reserves could be regarded as idle money. 

5. Concerning policy, Dr. Warburton says, “A compensatory fiscal 
policy, carried out in a manner producing appropriate effects on the 
quantity of money, may be an antidote to a dose of improper monetary 
policy; but with proper monetary policy exercised through ordinary 
central bank operations, an antidote will not be required.’”* 

As the arguments for and against the effectiveness of monetary policy 
have occupied a large part of the literature of the last twenty years, it 
would not be profitable to review them here, but two observations may 
be made. First, most economists would blame the downturns of 1920 
and 1937 more on fiscal policy than on monetary policy. In both cases 
the balancing or overbalancing of the federal budget was a major 
factor. Second, the extreme form in which Dr. Warburton has stated 
his position appears to be untenable. He gives the appearance of be- 
lieving that cyclical downturns can be avoided simply by pursuing an 
easy money policy. If this be a misinterpretation, it is one to which 
his remarks are open and should be corrected. 

The experience of 1920 and 1929 shows that continuance of easy 
money would probably have been just as disastrous, if not more 0, 
than the restrictive policies actually adopted. Easy credit might have 
permitted the inventory boom of 1919-20 to continue a while longer, 
but it is not likely that a smooth transition to a slow rate of inventory 


Tbid., p. 444. 
* American Economic Review, March, 1948, p. 134. 
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accumulation could have been effected, especially in the face of the 
decline in export markets. The first evidence of coming deterioration 
of the price level would (and did) end new investment in inventories 
and initiate cyclical contraction. In 1929, credit expansion could have 
helped business only at the cost of furthering the stock market boom 
and making the crash so much the worse. Conversion of paper profits 
into realized losses as brokers demanded more margin was bound to 
have serious effects on both consumption and investment. In boom 
times monetary policy is up against the familiar dilemma that action to 
curb excesses containing the seeds of depression may fatally injure 
legitimate business. In such cases, “ordinary central bank operations”’ 
to use Dr. Warburton’s phrase—are insufficient. 


| | 


THE LEARNED HANDMAIDENS OF AMERICAN CAPITAL 
A Survey of Literature* 


By A, AYZENSHTADT 


Translator’s Preface 


The United States and its economists have become quite a popular subject in 
the Soviet economic literature since the end of the war. A number of books have 
been published (particularly by the former Institute of World Economy and World 
Politics), and hardly a journal issue comes out without at least one article devoted 
to economic conditions and economic thinking in the United States. A study of these 
writings offers the American economist the unique pleasure of seeing himself 
and his environment in a peculiar mirror, though the images, to put it mildly, may 
often cause surprise; it also gives him valuable information both for the under- 
standing of the Soviet Union and for the understanding of himself. 

The article translated here appeared in the July-August (No. 4) 1947 issue of th 
Soviet journal Planned Economy (Planovoye Khozyaystvo), which is published 
bi-monthly by the State Planning Commission (Gosplan). It was selected for tran 
lation because of its interest: in a rather short space, the author covers some of 
the most important ideas discussed in Western economic literature in the works of 
Schumpeter, Hansen, Keynes, Ezekiel and others. The interpretation of these 
ideas by a Soviet economist is most instructive. But I hope the reader will avoid 
the error so often made by Soviet economists in regard to our own literature, that 
is, of treating this article as the official pronouncement on the subjects covered. 
Though the range of economic opinion in the Soviet Union is much more narrow 
than in the United States, differences as witnessed by sharp debatés (such as the 
Varga discussion) do exist. Mr. Ayzenshtadt’s essay is not unrepresentative, thoug) 
possibly it is more imaginative than the average. Yet I earnestly hope that the 
reader will abstain from generalizing too readily about Soviet economic literature 
on the basis of this one paper. Translations of Soviet economic works are beginning 
to appear; perhaps this article will be followed by others. There will be plenty o! 
time for generalizations. 

A few remarks about Soviet economic periodicals may help to set this paper in its 
proper perspective. The so-called professional journals in this country are esset- 
tially written by economists for economists. The Soviet economic periodicals, on the 
other hand, concentrate not so much on the development of economic science 2s 
such, but rather on the interpretation, with a definite political objective, of eco 
nomic and statistical information for a more general audience. In his interpretation 
of economic facts and ideas, the Soviet economist is not supposed to treat his ma- 
terial with impartiality and objectivity; the latter word has acquired an invective 

eaning in the Soviet Union. His réle is that of an intellectual crusader, actively 
engaged in the building of socialism at home and in combating its opponents (*un- 
veiling” is the favorite term) abroad. Yet an economist cannot help being a scientist, 


* Translated by Evsey D. Domar, associate professor of economics, The Johns Hopkis 
University. 
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some eae and the conflict between the two réles—crusader and scien- 
rp. The recent denunciations of so many books on economics and 
also on = shilennien history, and biology) published in the Soviet Union 
show that the conflict is far from being resolved. The present paper, 
s not appear to bear any marks of this conflict. 
ince subject matter of Mr. Ayzenshtadt’s paper is rather controversial, I 
avored to steer as close to the original as I could. To replace the author’s trans- 
ins of English passages, I tried to use the originals, rather than to re-translate 
nto English whenever his translations were reasonably close to the originals 
reference was given or could be easily found. In other cases the tech- 
vere stated in the footnotes. 
n a translator, who happens to be an economist himself, works on a paper like 
sent one, there is an urge (for reasons which will presently become obvious) 
rgument with the author. I felt, however, that such an attempt on my 
oy the unity of the article and spoil the fun for the reader, who 
to do it on his own. Therefore my notes were limited to a few easily 
and trivial points. For the rest, let the article speak for itself. 
E.D.D. 


LS 


he present state of thought among bourgeois economists is a reflection 
: conditions in which the bourgeoisie finds itself in the era of the gen- 


ral crisis of capitalism, when due to the Second World War, capitalist con- 
radictions have become particularly acute. More and more frequently, 
nvestigations” of bourgeois economists are aimed at finding ways of over- 


ing these contradictions and of averting crises, in order to save capitalism 
m its imminent destruction. All these investigations exhibit the complete 
nkruptey of the bourgeois economic ‘“‘science,” its inability to understand 
re itradictions of the capitalist society, and the hopelessness of the 
urgeois economic prescriptions for rescuing capitalism. The vulgar, apolo- 
getic meaning of all these theoretical constructions acquires an ever stronger 
reactionary character;? it demonstrates the irrefutable fact that the contem- 
‘ary bourgeois political economist is merely the learned handmaiden of 
nopolistic capital who is assigned the task of constructing “scientific” 


undations for the capitalist reactionary policies against the working class, 
he capitalist-imperialist expansionist aspirations. 
\nd if some contemporary bourgeois economists speak about the contradic- 


ions and instability of the capitalist economic system, they do so only be- 
these contradictions are already so obvious that they can no longer be 
|. Their admissions are significant only to the extent that they bear 

iness to the bankruptcy of the bourgeois political economy which can deny 
| longer the crying contradictions of capitalism, the harmony of which it 
‘ac extolled over many decades. But these same economists firmly cling to 
‘heir reactionary positions and insist on the retention of capitalism as such, 
{ the system of enslavement and oppression of the toiling masses based 
n it. Those who dare to mention the question of capitalist contradictions 


2USC 


ni eale 


‘ranslator’s note: The word “vulgar” is evidently used here as it was used by Marx, 
€ sense of popular, superficial, shallow. 
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make every efiort to minimize them; and in particular they avoid using the 
word “crisis.” 

One of these authors is an American professor, Benjamin Higgins. Here 
is what he says: 


Our economy at war’s end may be likened to an acrobat performing on 
a very thin wire called “economic stability.” On one side yawns the Abyss 
of Depression, on the other roars the Volcano of Inflation. The performer js 
blindfolded, his faltering footsteps guided by shouts from a crowd of pro- 
fessional economists, legislators, and voters who together formulate economic 
policy. The acrobat is hampered in his movements by the long pole in his 
hands, weighted at one end with “excess purchasing power” and at the other 
with “excess saving,” which he raises and lowers in response to the cries that 
are loudest. After the last war, our acrobat seemed in danger of falling into 
the Abyss, gave more weight to “purchasing power” and fell into the infla- 
tionary volcano instead; subsequently plunged into the Abyss in an attempt 
to compensate, rebounded, maintained his equilibrium for a few years, but, 
his strength meanwhile giving out, he collapsed into the Abyss in 1929 and 
only a strong draft of “major war” revived him. 


Higgins does his best to avoid using the term “crisis,” replacing it by the 
concept of a “depression.” This is a favorite method of bourgeois economists, 
in their attempt to eliminate crises from the analysis of the capitalist cycle. 
At the same time, Higgins finds the causes of this “depression” in a super- 
ficial relation between “excess purchasing power” and “excessive savings,” 
thus completely avoiding the question of class contradictions in the bourgeois 
society. 

Other bourgeois economists echo Higgins. Thus Leon Henderson writes 
in his report on “Enterprise in Postwar America”: 


There are several targets that are set. There is one target which ought 
to be in front of us all the time, and that is the target of the disaster of the 
thirties; the stagnation and our failure to find a way out of our difficulties. 
No matter what our status is, no matter what we are in the way of policy 
maker or policy receiver, we should be constantly thinking of how ashamed 
we should be that it took a war and seven and a half billion dollars per 
month of spending before we could have full employment. That is a target 


anybody can shoot at.* 


Thus these “strong words,” like “shame,” “targets,” etc., are used only to 
emphasize the author’s desire to defend from fire the unmasked “target” o! 


capitalism. 
* * 


? Benjamin Higgins, “Public Work and Our Postwar Economy,” Postwar Goals and 
Economic Reconstruction. Addresses Delivered at the Second Series of Conferences of the 
Institute on Postwar Reconstruction (New York University, 1944), p. 73. 

Translator’s note: The italics in the text are Mr. Ayzenshtadt’s. 

* Leon Henderson, “Enterprise in Postwar America,” Postwar Goals and Economic Re- 
construction (New York University, 1944), pp. 16-17. 

Translator’s note: Mr. Ayzenshtadt’s translation of this passage was rather free and 
made it considerably stronger than the original. 
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Notwithstanding the fact that some bourgeois economists describe capitalist 
contradictions more or less frankly, they still hold on to their capitalist 
positions and make every effort to solve the insoluble problem: how to over- 
panes these contradictions within the framework of the capitalist system. 
Moving in this magic circle, many of them invariably arrive at reactionary 
conclusions in which the apologetic character of the bourgeois economic 
thought clearly manifests itself. 

Particular attention is devoted by bourgeois economists to find ways of 
“curing” capitalism of its crises. The Readings in Business Cycle Theory, 
published by the American Economic Association in 1946, is very significant 
in this respect. The problems of employment and of crises occupy the center 
of the stage. The authors are American followers of Keynes.® Their aim, to 
use their own expression, is to “iron out” the industrial cycles, or at least to 
mitigate them. 

“The business cycle was par excellence the problem of the nineteenth 
century,” says A. Hansen. “But the main problem of our times, and particu- 
larly in the United States, is the problem of full employment” (p. 370). The 
two problems are indissolubly connected. If industrial development took the 
form of a continuous stream, says Hansen, the problem of “full employment,” 
would be settled once and for all. The sizeable volume of 494 pages, com- 
posed by Hansen and his associates, is devoted to an effort, which—as one 
should have expected—proves to be completely fruitless. 

The essays composing the volume were written during the period 1923 to 

+1, and thus cover three cyclical crises: 1921, 1929 and 1937. (The book 
itself came out in August, 1946.) 

Of the twenty-one essays, only three are directly concerned with the theory 
of crises. The others analyse Keynes’ theory about a “planned” state capital- 
ism and full employment as “universal measures” against crises.® 

The first three essays are reprints of older articles. They try to propa- 
gandize the bourgeois apologetic theory of “long cycles,” a theory discredited 
in the USSR a long time ago. 

The reader is aware that this notorious theory of “long cycles” represents 
an attempt on the part of the outrageous defenders of capitalism to “refute” 
the irrefutable fact that capitalism develops through periodic crises of over- 
production which repeat themselves every seven to ten years.” 

[t is for the specific purpose of describing capitalist development as a 
process deprived of the inevitable capitalist crises, that American economists 


‘ Translator’s note: The volume was published in 1944. The author evidently had a copy 
printed in August 1946. 

’ Translator’s note: Some of the authors, such as Schumpeter, Kondratieff, or Haberler 
might decline this honor. Of the twenty authors, at least six could not be possibly classified 
as American Of the remaining fourteen, as far as I know, only seven are not of foreign 
background. 

*Translator’s note: Eight essays are not concerned with Keynes, seven of them having 
been published before 1936. 


Translator's note: The theory in question belongs to Nikolai D. Kondratieff, a Russian 
economist whose name should undoubtedly be familiar to Mr. Ayzenshtadt. 
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have found it necessary to rescue from oblivion the “long cycles,” in which 
the true cyclical character of capitalist development is “straightened out” 
and dissolved. 

It is quite significant that we find the German economist Joseph Schum- 
peter, who is now doing such great things at Harvard University, in the role 
of the newly ordained preacher of this apologetic theory of “long cycles,” 
Not satisfied with the “scheme of three cycles” (long, medium and short). 
Schumpeter, in his paper “The Analysis of Economic Change,” invents 
still another one—the “theory” of “secondary cycles.” The real purpose 
for which these “secondary cycles” are invented is the same as for the “long” 
ones: to conceal the true cycles which are connected with the crises. Eco- 
nomic life is thus transformed into an uninterrupted flow of small oscilla- 
tions, a continuous vibrating movement without such shocks as crises, 
Schumpeter considers it possible, with foreign markets and Free Trade, to 
“iron out” the crises in the United States, which, according to his own ad- 
mission, take a much more violent form than those in England. 

Another author, Hans Neisser, who found refuge at the University of 
Pennsylvania, revives Say’s Law regarding the impossibility of general over- 
production. “. . . Say’s contention of the impossibility of general over- 
production,” says Neisser. “seemed contradicted by the recurring experi- 
ences of severe crises” (p. 385). 

Neisser, however, easily removes this contradiction by postulating the 
possibility of partial overproduction in both the spheres—of the production 
of consumer goods and of the production of means of production. He finds 
the remedy to this situation in foreign markets. In terms of concrete policy, 
this means that American imperialism can escape crises by conquering an 
ever larger number of foreign markets. 

*x* * * 


The central figure of the volume is Keynes. Eighteen papers are devoted 
to the analysis of his theory. The whole discussion is concentrated around 
his name. 

What is the explanation of the influence that he exerted on world bour- 
geois economic thought, and particularly on American economists and Amer- 
can economic policy during the war? The explanation lies in the fact that 
Keynes’ vulgar theory of the stimulating effects of investment leads to the 
conclusion that the cost of the increased investment should be borne by 
the working class. Keynes transformed economic theory into a powerful 
weapon of economic policy to be used by the bourgeois state against the 
toiling masses. 

His point of departure is the presence of large unemployment, which i 
characteristic of the period of the general crisis of capitalism. His centra! 
idea is that the level of employment depends not on the conditions of capi- 
talist production, but on the accumulation of money capital and on the 
magnitude of investment. All of Keynes’ flimsy arguments ignore the 
process of capitalist production as such; attention is concentrated on the 
process of circulation only. This is the reason why Keynes’ whole analyss 
has such a superficial, vulgar character. 
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Marx had foreseen the possibility that superficial bourgeois economic 
azht would suffer from such an optical illusion. Analysing the process 

tion and circulation of total social capital Marx wrote that money 
al ital “is the form in which every individual capital appears upon the 
scene and opens its process as capital. It therefore appears as the prime 
promoter, giving the first impetus to the entire process.’”® 

Still more strongly does Marx reprove this sort of nearsightedness on the 
nart of bourgeois political economy in his chapter on “The General Law 
of Capitalist Accumulation”: “The superficiality of Political Economy shows 
itself in the fact that it looks upon the expansion and contraction of credit, 
which is a mere symptom of the periodic changes of the industrial cycle, as 


their cause. 

Even the greatest admirers of Keynes and of his theory that loan capital is 
the main propeller of the industrial cycle, do not see anything new in it. 
“As most theories of business fluctuations, in their explanation of changes 
in eatin concentrate attention on changes in the volume of invest- 
ment, Keynes’ emphasis on this latter point is not new.’’*° 

Keynes himself thinks that the “novelty” of his system lies in the equi- 
librium formula of the economic process, in which the independent and de- 

variables are arranged as follows: 


Independent variables 
1. Propensity to consume 
). Marginal efficiency (profitably) of capital 
3. Rate of interest 
4. Liquidity preference 


Dependent variables 
1, Saving 
2. Investment 
3. Level of employment 


When the marginal efficiency of capital is low, the capitalist prefers to hold 
his wealth in liquid form rather than to invest it. Enter the worker, who 
tight ens his belt, abstains from his propensity to consume, and accumulates 
his savings. As a result, money, and hence loan, capital increase, the interest 
rate falls, the cost of credit slides down almost to zero; now investment 
goes up and so does employment. Thus the worker himself has provided 
the funds for his own exploitation. Having rendered the surplus value to 
the capitalist once before, he now takes off an additional portion of his 
wages to invest it in production. 

Thus the “curbing of the propensity to consume” applies not to all social 


‘K. Marx, Capital, Vol. II (1936 ed.), Chap. XVIII, p. 306. Translator’s note: In the 
American — rr edition, this quotation appears on p. 408. 
. K. Marx, Capital, Vol. I (1936 ed.), Chap. XXIII, p. 540. Translator’s note: In the 
‘err edition, this quotation appears in Chapter XXV, p. 695. 

pertil Ohlin, “Some Notes on the Stockholm Theory of Savings and Investments,” 

ings in Business Cycle Theory (Philadelphia, 1946), p. 125. 
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classes, but to workers only. The formula for the increment of income js 
constructed by Keynes in the following manner: increment of income = 
increment of consumption + increment of investment. 

Income, consumption and investment are expressed by Keynes in Wage 
units. A wage unit is the payment for a unit of labor, for an hour of com. 
mon (unskilled) labor. The payment for an hour of this labor is the wage 
unit used by Keynes as a common denominator. Keynes expresses not only 
the income of workers, but that of capitalists as well in terms of this unit: 
thus he is able to misrepresent the real essence of class relations in a capi- 
talist society. 

The increment of saving is also expressed in terms of this “wage unit,” 
In general, Keynes defines saving as the difference between income earned 
during a certain period and consumption of the same period. 

The main purpose of all this theorizing is to find a method for curbing the 
“propensity to consume” of the working class. With this aim in mind, 
Keynes introduces a new concept—the “investment multiplier” showing 
that as saving and investment increase, income rises at a faster rate than 
investment. 

It is this situation that is supposed to induce the worker to part with his 
savings. 

Keynes’ theory is constructed as a special equilibrium system which does 
not allow for sudden explosive crises. Keynes asserts its universality and its 
continuous effectiveness throughout the whole period of the existence of capi- 
talism. 

The system is peculiar in the sense that its equilibrium depends on factors 
which are very unstable by themselves. Besides the objective factors—the 
rate of interest and the marginal efficiency of capital (i.e., that profit level 
below which the bourgeois does not wish to descend)—two subjective or 
psychological factors are operating as well: the liquidity preference and the 
propensity to consume. The former means that the capitalist prefers to hold 
on to his money, because he fears risking it in investment; the latter, that 
the worker must combat his propensity to consume in order to throw his 
money into production. Both are factors not easily determined and regu- 
lated. 

Keynes, though regarding himself a “great revolutionary,” admits with 
perfect frankness that his theory aims at preservation of capitalism 
“ . The foregoing theory is moderately conservative in its implications 
For whilst it indicates the vital importance of establishing certain central 
controls in matters which are now left in the main to individual initiative, 
there are wide fields of activity which are unaffected,” says Keynes in the 
chapter on the social philosophy to which his “General Theory” might lead.” 

According to Keynes, the regulatory activity of the bourgeois state should 
first of all extend control over saving, and secondly, it should “socialize 
investment.” 


“J. M. Keynes, The General Theory of Employment, Interest and Money (New York, 
1936), Chap. 29, “Social Philosophy towards which the General Theory might lead,” p. 5” 
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the phrase “socialize investment” is just empty chatter, since Keynes 


iefends the inviolability of private ownership in the means of production. 


It is not the ownership of the instruments of production which it is 
import tant for the State to assume. If the State is able to determine the 
aggregate amount of resources devoted to augmenting the instruments and 
the basic rate of reward to those who own them, it will have accomplished 
all that is necessary (p. 374).?? 


That the state should be used as the weapon for forcing a reduction in 
the consumption of the toiling masses, and for guarding capitalists’ profits 
is the real meaning of all of Keynes’ “social philosophy” and all his so- 
called “socialization of investment.” 

During the war, Keynes came into the open. In his pamphlet How to Pay 

r the War he directly and frankly posed the question not as “how” to 
pay, but as “who” shall pay. He further stated that the rich could not pay. 
It is clear then that the working class must pay. A whole chapter was de- 

d by Keynes to this question. 

Hi s plan contains the famous theory of compulsory saving, which was car- 
ried into effect not only in England, but also in Canada and in the United 
States. A direct quotation will show how Keynes justifies the necessity of 
financing the war at the expense of the workers: 


... It is not sane to suppose that the war can be financed without 
putting some burden on the increased war incomes of the class with £5 a 
week or less. . .. The incomes of this group will have increased on the aver- 
ige by some 15 per cent as a result of the war. Is it seriously expected that 
those with less than £5 a week will be allowed to increase their average con- 
sumption by 15 per cent, while those with more than £5 (for example with 

million—A.A.) a week will be left on the average with only a quarter 
f their incomes to consume??? 


Keynes’ plan is an offensive against the standard of living of the work- 
ing class. It is a bourgeois program which strives to burden the working 
class with the whole weight of the costs and losses of the war and of the 


* * 


The leader of American Keynesians is Alvin Hansen. We should note, 
however, this difference: for Keynes, the movements of saving and invest- 
ment are secondary factors, the primary ones being the “propensity to con- 
sume,” and the “liquidity preference”’—both purely psychological. For 
Hansen, on the other hand, it is the periodic accumulation and exhaustion 
of loan capital that is the cause of the fluctuations of the industrial cycle. 

Hansen’s main proposition is that full employment and the maximum level 
i income that can be achieved in a contemporary private enterprise economy, 
are impossible without a sufficient volume of investment—sufficient, that is, 


‘ Translator’s note: I found this passage on p. 378. 
M. Keynes, How to Pay for the War, A Radical Plan for the Chancellor of the 
“equer (London, 1940), Chap. IV, “Can the Rich Pay for the War?”, pp. 25-26. 
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to fill the gap between consumer expenditures and that level of income which 
a full utilization of all factors of production can produce. ‘ii 
To raise the effective demand (purchasing power) through increased jp. in 
vestment and thus to achieve full employment—this is Hansen’s program, Thi 
echoing Keynes word for word. out 
Compensatory action against cyclical fluctuations should be undertaken d 
by the state budget in the form of “deficit financing.” This paradoxical an¢ carl 
absurd conception of the sources of funds has earned a prominent position jn 
American economic literature. Hansen has developed his theory of deficit s 
financing, i.e., of an.enormous growth of the public debt, at considerable eb 
length in a number of pamphlets published while he was a member of the — 
National Resources Planning Board. rs 
In a pamphlet entitled “After the Defense—What?”, Hansen develops the 
| idea that a continuously growing public debt allegedly creates full employ- The 
ment and prosperity.’® Financial costs can be disregarded, because, if war 
maximum production and full employment can actually be achieved, th: with 
rise in production will pay for the needed expenditures: “doing the iob pay: comi 
the bill.” In other words, it is not a question of money, but of manpower, T! 
material resources and organization. Hansen is confident that a full realiza. what 
tion of the productive potential in a capitalist society is possible; therefore 1 
the government should engage in ever larger expenditures to stimulate pro- last 
duction. He is also confident that “every cent expended, public or private, the | 
becomes income for the members of our society. This conception apparently chem 
explains,” says Hansen’s critic Moulton, “the statement of the National pillar 
Resources Planning Board that costs are of no significance, that ‘doing the fund. 
job pays the bill.’ Since the receipts are necessarily identical with the dis- : 
bursements everything is satisfactory: cost equals income; and income equals m Pe 
cost.’’2® 
Here Hansen revives the erroneous notion of Adam Smith identifying total It is 
social product with national income, a notion long since discredited. Identi- and | 
fying production with income, Hansen seeks to solve the problem of crises a Dr 
by public investment and an unlimited growth of the public debt. To replace , a 
; the expression “treasury deficit covered by borrowing,” which would reveal a 
' the essence of his budgetary policy, Hansen has coined a vague but well - U 

sounding term “net income-creating expenditures.” 

The “novelty” of Hansen’s theory simply is that debts need not be paid b th 
In other words, this is a “theory” of state bankruptcy raised to the level udge 
of a system. In an article published in Fortune in November 1942, Hansen een 
tries to show that the public debt is not really a debt. pa 

™ Alvin H. Hansen, “Economic Progress 2nd Declining Population Growth,” Reading: This 
in Business Cycle Theory (Philadelphia, 1946). 

*% Translator’s note: This pamphlet was published by the National Resources Planning " Sey 
Board in 1941. It does not bear Hansen’s name and I understand from him that be <i Pp. 383 
not write it. Perhaps the author referred to another pamphlet—After the War—fw Tram 
Employment, which was published under Hansen’s name in 1942. . oh. 

** Harold G. Moulton, 72e New Philosophy of Public Debt (The Brookings Instituto" a 
1943), p. 60. 
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This means that mutual credits of capitalists must be honored, but the 
state need not repay its debts to the people. Thus the public debt becomes 
simply an instrument of the burgeois state for robbing the toiling masses. 
This is the class essence of this new-fangled “theory” of the unreality of the 
public debt. 

Naturally, this “theory” of the public debt has found followers who have 
carried it to absurdity. Thus, Professor Seymour Harris writes: 


_,. A public debt of $4,000 billion was compatible with the maintenance 
of the cz apitalist system. . . . It is conceivable that a debt of these propor- 
tions could be accumulated over a period of 50 to 60 years, without the 
emergence of a serious inflation. . . . The major part of the debt would be 
financed out of savings, not out of the creation of further new debt.*’ 


The achievement of the astronomical figure of 4,000 billion dollars (the 
ar debt did not exceed 258 billions) appears to Harris to be possible 
wit thin the capitalist system, since a method has now been found for “over- 
coming” the crises in the growth of the public debt itself. 
This a is not at all new. It had been tried before. Let us recollect 
what Marx had to say about Pitt’s financial policy: 


The idea of capital as a self-reproducing and thereby self-expanding value, 
lasting and growing eternally by virtue of its inherent power . . . has led to 
the fabulous fancies of Dr. Price, which far outdo the fantasies of the al- 
chemists; fancies, in which Pitt seriously believed and which he used as 
pillars of his financial administration in his laws concerning the sinking 
fund. 


Under the pressure of military necessity, the American government had 
to find salvation in an ever-growing public debt, just as Pitt did in his time. 
It is impossible, however, not to be amused at the philosophising of Hansen 
and Harris which exactly repeats, after 150 years, the fantastic fabrications 
of Dr. Price. 

It is true, nevertheless, that Hansen realizes all the inconvenience of debt 
repudiation, particularly for a country as wealthy as the United States. He 
has therefore come up with a new variety of compensatory policy, this time 
not based on borrowing. 

This policy seeks to solve the crisis problem by adjusting the government 
budget to business fluctuations. During prosperity, the government should 
accumulate a surplus, and then spend it when depression comes. The appli- 
cation of this policy Hansen prudently restricts to state and local govern- 
ments; they are the ones to set up reserves in anticipation of a crisis. 

This theory has had considerably less success than the “new philosophy 


"Seymour E. Harris, The Economics of America at War (Harvard University, 1943), 


Translator’s note: The last sentence was translated by Mr. Ayzenshtadt as follows: “The 
t of this debt can be covered by savings without a repayment of previous debts 
tthe expense of new ones.” The book was published by W. W. Norton & Co., Inc. 
“A. Marx, Capital, Vol. III, Part I (1932 ed.), p. 279. Translator’s note: In the Kerr 
this quotation appears in Vol. III, Part V, pp. 463-64. 
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of the public debt” for two reasons: (1) state governments have deficits 
anyhow, and local governments have to borrow frequently; (2) attempts to 
induce workers to set up surpluses in the budgets of their local govern- 
ments, over and above compulsory savings, cannot be successful; as jor the 
propertied classes, they have protected themselves with the “liquidity 
preference.” 

Professor Benjamin Higgins, quoted above, writes that 38 states have 
created “planning boards for post-war public works.” But not a single state 
set up the needed reserves. Projects worth 18 billion dollars have been sub- 
mitted to the Federal Works Agency, which in turn distributed them among 
its regional offices. “They are reposing there gathering dust.” . 

This is just one of the numerous manifestations of the helplessness of the 
bourgeois economic science, and of the inability of capitalism to engage in 
economic planning. 

x 

The volume Readings in Business Cycle Theory ends with Ezekiel’s paper 
under the significant title of “The Cobweb Theorem.” 

In essence, this is a discussion of the chronic world agricultural crisis which 
accompanies the general crisis of capitalism. Ezekiel, however, bypasses this 
problem. He narrows down his topic to a study of “laws of commodity 
price movements which are subject to their own fluctuations, independent oj 
the general industrial cycle. Such are prices of agricultural products.” 

These prices, following laws of their own, are established, according to 
Ezekiel, at the exact point of intersection of demand and supply. Numerous 
diagrams illustrate the formation of prices of bacon, corn, but particularly 
of hogs; the last case is furnished with a lengthy bibliographical list of the 
works of German economists who preceded Ezekiel. The theory of price 
determination as a result of interaction between supply and demand belongs 
to Marshall, whose student Ezekiel is. 

Ezekiel calls his diagram the ‘Cobweb Theorem,” because the intersecting 
curves of supply and demand create a pattern similar to a cobweb.” Estab- 
lishing his “hog prices prognosis” in this manner, Ezekiel adds, to all pre- 
ceding psychological and mathematical theories, one more fantastic explana- 
tion of reality, this time in the garb of a cobweb. 

We may say that this “Cobweb Theorem”’ is, in a sense, a symbol uniting 
all theoretical models of the Readings in Buisness Cycle Theory. This 
theorem beautifully characterizes the complete theoretical helplessness of the 
bourgeois economics, its complete inability and unwillingness to find a 
scientific explanation of those basic contradictions in which capitalism is et- 
meshed. 

All these constructions are cobwebs which fly to bits as soon as they are 
touched by scientific critique. And yet, the cobweb is being continuously 


” Translator’s note: I re-translated this quotation into English. No page was given, anc 
I could not find the corresponding passage in Ezekiel’s paper. 

* M. Ezekiel, “The Cobweb Theorem,” Readings in Business Cycle Theory (Philadelphia 
Toronto, 1946), p. 422. 


942 THE AMERICAN ECONOMIC REVIEW 


that after the war we will have about half of the productive capac 


ity of 
the world pins onfetandineg inatitutions fer 


y of 


\YZENSHTADT: HANDMAIDENS OF AMERICAN CAPITAL 941 


re-created, because inside of it there is a live beast—the spider—monopolistic 


capital. 
The tragedy of the situation is realized by the author of the “Cobweb 


Theorem” himself. He concludes his essay with these words: 


The cobweb cycles (not to any lesser degree than other fluctuations 
analyzed by Keynes) prevent the system from reaching its most effective 
utilization of resources. 

The contemporary system is not an automatic self-regulating mechanism, 
which can provide full utilization of resources. Unemployment, excess capacity 
and wasteful use of resources—these are its constant companions.”* 


Thus does the bourgeois economic thought, attempting to solve the “full 
employment” problem, confess to the hopelessness of its theoretical construc- 
tions. And yet, over one-sixth of the globe, the problem of full employment, 
which the bourgeois economists are hopelessly tackling, has long since 
stopped worrying man’s mind. Here the solution is re-enforced in the words 
carved in granite of the 118th section of the Stalin Constitution: “The right 
to work is guaranteed by the socialist organization of the people’s economy, 
by the inevitable growth of the productive forces of the Soviet Society, by 
the elimination of economic crises and by the liquidation of unemploy- 
ment.” 

* * * 

In their quest for ways of preventing crises, contemporary bourgeois 
economists do not stop at internal measures only. Exceptionally high hopes 
are reposed in the imperialistic expansion of monopolistic capital. The in- 
tensification of the expansionist policy of American imperialism after the 
second World War and its drive for world domination are reflected not only 
in the notorious “Truman Doctrine” and ‘Marshall Plan,” but in the theo- 
retical constructions of American economists as well. 

Two books, published simultaneously under nearly identical titles are 
significant in this respect. The first—American’s Place in the World 
Economy—belongs to the New York University Institute on Post-war Re- 
construction; the second—America’s Role in the World Economy—was writ- 
ten by Alvin Hansen, with whom we are already familiar. Hansen’s book is 
mostly concerned with the accumulation of money capital in the United 
States, and with the possibility of transforming it into real capital by means 
of capital exports. The New York University volume is mainly devoted to 
the second part of the problem—capital exports and their prospects. 

Clarence Senior (the expert on “Pan-American” economics) states the 
problem very categorically: 


We are doubly armed for the penetration of other countries. First of all 
our role as suppliers of machinery and technique is facilitated by the fact 


* Translator's note: Ezekiel does not conclude his essay in this manner. Several sentences 
can be found on his last page (p. 442) which, when put together, approximately yield this 
quotation. The last five words are an exception. As far as I can tell, their authorship belongs 
solely to Mr. Ayzenshtadt. It seems to me that this conglomeration of sentences with a 
new ending has produced a stronger and different effect than the one intended by Ezekiel. 
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that after the war we will have about half of the productive capacity of 
the world, plus outstanding institutions for technological training. Secondly 
we are equipped to play our role as investor by the possession of more than 
half (more correctly 3/5, i.e., 21 billions out of a total of 35) of the world 
supply of gold; plus a tremendous capacity for capital formation. In the early 
postwar years, most of Latin America will not need government loans: py 
long-range development projects are needed and are being planned in all of 
the countries to the South.” 


A wide field for the utilization of American capital and for the strengthen. 
ing of American claims to world domination is found by Morgan Lewis in 
his proposed construction of a transcontinental railroad, crossing the whole 
American continent and connecting United States with Central and South 
America. This transcontinental railroad, nine thousand miles long, is aimed 
at the “acquisition of natural resources of the wealthiest countries of South 
America. It will be inconvenient, of course, to finance this line by United 
States government appropriations; it should be therefore financed by private 
investinents”—and thus create ample scope of action for United States 
monopolies.?* 

The scope of Lewis’ imperialistic ambitions is very broad indeed. To r- 
cover the cost of the construction of this railroad, he suggests the following 
operation: Large, uninhabited areas in South America, which according to 
his estimates, stretch for hundreds of square miles, will be purchased and 
then re-sold at a profit (their prices having been sharply raised by the rail- 
road). This operation, undertaken by United States capital, should cover all 
the costs of this great expansionary plan in South America, and leave a 
handsome profit besides.** 

Hansen approaches the problem somewhat differently. First of all he estab- 
lishes the fact that the 21 billion dollars worth of gold “sterilized” and 
buried in the basements of Fort Knox*® is unprofitable by itself, while its 


* Clarence Senior, “A Realistic Approach to Postwar Cooperation,” America’s Place in 
the World Economy (New York University, 1945), p. 244. 

Translator’s note: I re-translated the quotation trying to use as many of Mr. Senior’s 
original sentences as I could find. The statement as a whole does not appear on p. 244 
There are scattered sentences on pp. 243-44 conveying approximately the same idea. 

* Morgan J. Lewis, Key to a New America (American Progress Association, Philadelphia, 
1941), p. 11. Translator’s note: See Note 24. 

* Translator’s note: Page 11 of Lewis’ book does not contain the quotation referred to 
in note 23. The railroad uniting the Americas is discussed in Chapter XIV, pp. 89-99 
The nearest quotations I could find on the two questions touched upon by Mr. Ayzen- 
shtadt are as follows: 

“There probably are some inter-governmental reasons why the United States government 
could not build this super railroad to the southern countries, but there is no reason why 
a private corporation, financed with American money and some money from the citizens 
of the countries it would run through, could not finance it” (p. 91). 

“There are some uninhabited sections in South America one hundred miles square to 
could be purchased from the governments now owning them. The natural resources from 
these regions could be sold at a profit which would more than pay for the 9000 miles o! 
a Super International Railroad” (p. 93). 

* Fort Knox is a fortress where the American Treasury stores its gold under double 
guard. 
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main function should be the balancing of international accounts. He writes: 


This is, in effect, what happens when foreigners pay us for excess 
exports in the form of gold. The gold is purchased by the Treasury and 
‘hus dollars are made available to foreigners with which to pay for the excess 
\merican exports. To be sure, the Treasury has obtained gold, but buried 
‘) Fort Knox it is of doubtful value. It is, of course, true that the Treasury 

»n very neatly get out of its own difficulty by depositing the gold, or rather 
sold certificates or gold-certificate credits, with the Federal Reserve Banks, 
thereby receiving in return a balance at the Federal Reserve Banks. By so 
doing, the excess of American exports is financed not by the taxpayer but by 
an extension of Federal Reserve credit. It is, in fact, paid for by a multiplica- 
tion of the money supply. 

It is not to be wondered at that the gold purchase business, as a means of 
fnancing excess American exports, looks like hocus-pocus to many people. 
Some would prefer to go straight to the heart of the problem and finance 
excess American exports through an expansion of Federal Reserve credit 
without buying the gold and storing it away in Fort Knox. . . .”*° 


Here Hansen actually develops his theory of deficit financing (or credit 


expansion) into a world law. Not only exports of goods, but export of capital 
as well, can be financed by expansion of credit. “The aggravation of the 
saving-investment problem can be avoided by deficit financing acting like 


a force pump on a world scale.’’? Hansen’s position is perfectly clear: the 
creation of an international currency fund, with the United States playing the 
leading part, will, according to him, initiate such a “force pump” policy in 
which the United States, as the principal disburser of world credits, will be 
the primary moving force. 

But here Hansen prefers to hold his peace on two points: first of all, the 
huge reserves of world currency in the form of gold accumulated by the 
United States are not at all unimportant for that country, as the principal 
partner of the world currency fund. Secondly, the policy of a world “force 

ip” can become, and actually has already become, a method of subject- 
ing other countries to political pressure in order to subjugate their economies 

) American monopolies. 

With frankness and a cool head, the problem of United States world ex- 
pansion is analysed by a professor of Washington University, George Taylor, 
whose sensational book America in the “New” Pacific published by the In- 
stitute of Pacific Relations has gone through five editions.?* In Chapter VII 
eloquently entitled “Asia for Whom?” he writes: 

_ America has to lead in the Pacific because that is what the war is about. 
There is no room in the Pacific for both the American and the Japanese type 


PXT 


‘pansion. Conflict with Japan was the logical result of a century of policy. 


~ Alvin H. Hansen, America’s Role in the World Economy (New York, W. W. Norton, 


1945), pp. 142-43. 


ttor’s note: No page given, I re-translated this passage into English without 


yzenshtadt evidently means five printings. The book was originally published in 
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Calling things by their proper names, Taylor lifts the curtain over the pre- 
war American policy in Asia: 


In the XIXth century the policy of United States in Asia was directed 
towards strengthening Japan when Russia tended to become too powerful 
and conversely, to support Russia when Japan gained strength, at the same 
time preventing too great a weakening of China. United States used its 
a to prevent the growth of Russian and Japanese influence jn Man. 
churia.”® 


United States and Britain, says Taylor, aimed at “training Japan for the role 
of Asia’s policeman.” 

With equal clarity, the ideologists of American imperialism also approach 
the Near and Middle Eastern problem. Elliot thinks that “the United States 
is the most remarkable country in the world, having accepted a 40 billion 
dollar lend-lease debt without any real prospects for its repayment.’ As 
compensation, he demands the participation of United States government in 
loans extended to other countries for productive purposes. This particularly 
refers to countries which are in the British “sphere of influence.” 


. . . There is, for example, no reason why we should not go into Iranian 
or Middle Eastern oil with our eyes open, if we go in at all, and ask for a 
definite governmental share as a method of underwriting loans. The British 
Government owns such shares now; and without our joint support this area, 
important as an oil area for both our navies and our airlines, may well be a! 
the disposal of governments under other domination. United States should 
become the silent partner of the British Empire.** 


Taylor goes further than Elliot. According to him, the United States should 
become more than a silent partner of the British Empire: it should replace 
it. In this process, the United States ‘“‘will naturally lose its democratic appear- 
ance.’’*? 

Taylor not only demands the liquidation of all remnants of democracy in 
the United States; he also presents a program for “the export of the ideas’ 
of American imperialism. 

According to him, “the United States is engaged, first of all in the 
export of ideas. The concepts of family, Christianity, of individual rights 
all these,” says Taylor, “have revolutionized Asia.” 


The United States has exported its economic philosophy, according to which 
the whole of humanity (and first of all of course—the United States—A.A. 
has a right to a free access to world supplies of raw materials . . . and als 


* Translator’s note: No page being given, I re-translated this passage without checking 

” For source, see note 31. No page was given for the present quotation, and therefore | 
re-translated it without checking. Several sentences approximating its meaning can ™ 
found on pp. 196-97. 

* William G. Elliot, “An American Estimate of Britain’s International Economic Posi- 
tion,” America’s Place in the World Economy (New York University, 1945), p. 197 

Translator’s note: The last sentence does not appear in the original quotation, thouz® 
the idea itself is expressed on p. 198. 

" Translator’s note: No page given, I translated it without checking. 
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rding to which the state derives the greatest benefit from free enterprise. 


_ The “propelling forces” of this export of ideas are Christianity, Civiliza- 
on and... Commerce, or the three C’s. 
"Thus, the export of ideas is accompanied by the export of goods; Chris- 
tianity plus Commerce, or more correctly, Christianity as one of the objects 
¢ commerce. Here Taylor finally does away with the garb of hypocrisy, and 
the true aim of American imperialism appears before us in its real light. 


More than any other nation, the United States has relied in the Pacific on 
the power of ideas. . . . But at the same time it has made full use of American 
dollars as well as of American gunboats.** 


“Ideas” were thus implanted by means of dollars and gunboats. This 
confession fully illuminates the moving forces of American expansion. And 
Taylor frankly admits that “the penetration of United States into Asia is 
very far from the refinements of a drawing room story.’’** 


. The United States,” says Taylor, “is an imperial power in the Pacific 
by virtue of the conquest of the Philippine Islands in 1898, the seizure of the 
Hawaiian Islands and such steppingstones as Midway, Wake, and Guam .. .” 
p. 22). 
" The men, the institutions, the philanthropic and commercial dollars (Chris- 
tianity and Commerce expressed i in dollars—A.A.) and the energy put into 
this expansion had an effect which cannot be measured exactly. It is not the 
number of Christian converts that matter. The fundamental point lies in the 
world expansion of American influence. . . .* 


It is impossible to portray American capitalism in a more naked form 
than that presented by its preacher Taylor. 

Having rejected his democratic positions as if they were excess ballast, 
faylor drops them on the way, and, with a “relieved soul and opened 
eyes,” preaches the imperialistic expansion of the United States in the hope 
that this expansion will save capitalism. 

The essence of all these “conceptions” lies in the preaching of an expan- 
sionist program for American imperialism. Therefore the exposure of the 
“ideology” of the adherents of American monopolistic capital is one of the 
necessary conditions for the peace and safety of peoples. 


“The quotations in the text are my translations of Mr. Ayzenshtadt’s paraphrases of 


Mr. Taylor’s ideas expressed on pp. 22-25 of his book. To what extent Mr. Ayzenshtadt 
rrectly interpreted Taylor’s ideas, the reader can judge for himself. 
‘ Translator’s note: No page given. 


Translat rs note: This paragraph, with the exception of the last sentence appears on 
of Taylor’s book. The last sentence is stated as follows: “It is not the number of 
uan converts that matter, but the widespread acceptance of the American view of 


COMMUNICATIONS 


Professor Friedman’s Proposal: A Comment* 


Many economists will view sympathetically Professor Friedman's attemp: 
to set forth long-run objectives of economic policy, fewer will look favorably 
upon the proposal suggested to him by these objectives, but many will quarre! 
with his analysis of the effects of this proposal. Moreover, consideration oi 
the “Implications of the Proposal if Prices are Flexible and Lags in Response 
Minor” (Section IV) suggests immediately the following question: what ar 
the implications of flexible prices and frictionless economy in the absence 
of a “built-in” policy for stability such as that embodied in this proposal? 
Particularly, it seems questionable if, under such assumptions, his proposal 
would lead to progress toward the stated objectives beyond that of “dis. 
cretionary action.” 

Friedman (p. 254) recognizes that one of the cornerstones for a rational 
economic program for a free enterprise system is price (including wage) 
flexibility. Admittedly price and wage rigidities destroy the virtue of the 
proposal and the “most that can be expected under such circumstances is a 
reasonably stable or moderately rising level of money income.” This seems 
to me to be somewhat cold comfort. Although Friedman apparently feels 
that this maximum contribution in the face of price rigidity would have 
salutary effects on monopolistic practice and hence “make flexibility of prices 
a good deal easier to achieve,” there is evidence to suggest that factors other 
than general deflation play a larger réle as cause for such practices.’ Further- 
more, with rigidities present, and the virtues of the proposal largely non- 
existent, it is likely that policies not consistent with the proposal would be 
more effective. The illustration presented by Friedman of the effects of price 
rigidities (p. 253) in fact shows this to be the case. Assuming a stable 
economy, reasonably full employment, and wage rates rigid against down- 
ward pressure, then a rise in wages of any group requires a higher aggregate 
money income if employment is to remain stable. But his proposal at this 
point would bring forth a government surplus (receipts rise by more than 


*The author is indebted to Miss Annette Weifenbach and Mrs. G. N. Conly of te 
Haynes Foundation for suggestions and criticisms during the preparation of this note 

? Milton Friedman, “A Monetary and Fiscal Framework for Economic Stability,” 4™ 
Econ, Rev., Vol. XX XVIII, No. 3 (June, 1948), pp. 245-64 

7See G. J. Stigler, The Theory of Price (New York, 1946), pp. 198-201. Stigler sug- 
gests the desire for gain and the desire for power, neither necessarily cyclical in intensit) 
as the principal motives of monopoly. See also, F. C. Mills, Price-Quantity Interact: . 
in Business Cycles (New York, 1946), p. 107. Mills finds price flexibility increasing © 
deflation progresses. 
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enditures) which in turn forces a deflation the consequence of which can 
- be unemployment, since prices are assumed rigid. Friedman himself 
iggests th solution. “The only escape from this situation is to permit 
‘sfation” (p. 254), but for him there is no escape; discretionary monetary 
hich might “permit” the required inflation is taboo. Price rigidities 
. to contractual arrangements, monopoly, or inertia are an inescapable 


element of economies for which fiscal and monetary policy must be designed. 

Price flexibility, even if it were achieved, would yield a full employment 

equilibrium only under “very special conditions,” none of which would 

necessarily be created by the several elements of Friedman’s proposal.* Thus, 

policy, to be effective, must at best be designed to contribute substantially to 
1c stability in economies in which price rigidities exist, and must at least not 
mse be completely ineffective in the face of rigidities. 

There is virtue, however, in knowledge of the process by which monetary 
nCe and fiscal devices bring about results, even though the conditions assumed 
sal? are heroic. Perhaps knowledge of this process in a simplified setting is a 
sal necessary first step in understanding the effects of these devices in the real 
dis- world, one in which frictions and price rigidities are significant. But Fried- 

man’s investigation of the implications of his proposal assuming flexible prices 
onal and ere r lags contains errors so important that the virtue of his analysis is 
ve) ist. 
the According to this analysis, the fundamental correctives for a decline in 
is a aggregate demand “are (1) a decline in the general level of prices which 
ems affects (a) the real value of the community’s assets and (b) the government 
eels contribution to the income stream, and (2) an increase in the stock of money” 
nave (p. 259). Price decline following a fall in aggregate demand, according to 
Fices Friedman, will increase the real value of the community’s assets, hence in- 
ther crease hoy propensity to consume, and therefore increase aggregate demand. 
her His faith in this force is sufficiently strong to justify the statement that this 
non force “would alone be sufficient to assure full employment. . . .” But the 
1 be propensity to consume is not sufficiently sensitive to holdings of real assets 
rrice make the required response come about; furthermore, there is evidence 
able that - effects of price decline on expectations is such that the consumption 
wn- function is adversely affected.‘ 
gate ‘iman’s second fundamental corrective, an increase in the stock of 
om riginates from the government deficit created and the fact that the 
than 


f. Os ir Lange, Price Flexibility and Employment (Bloomington, Indiana, 1944), 
BS. consequences of perfect price flexibility on the level of employment pro- 
‘sis for much of the controversy between the disciples of Lord Keynes and 
of classical persuasion. The former vigorously deny that perfectly flexible prices 

' tee full employment. The latter have varying degrees of confidence in price 
'y, depending on the extent of the Keynesian “taint.” An interesting and thorough 
1 of this controversy is to be found in a recent article by Don Patinkin, “Price 
Full Employment,” Am. Econ. Rev., September, 1948, pp. 543-64, 

inkin, op. cit., p. 554, note 19, pp. 557, 558; and Lawrence Klein, “The Use 
tric Models as a Guide to Economic Policy,” Econometrica, Vol. XV, pp. 
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proposal requires that the deficit be financed by the issue of money. This 
increase is assumed first to raise the average propensity to consume in the 
same manner as price decline raises it (by increasing the value of real assets) 
and, therefore, to raise prices and aggregate demand until a full employment 
equilibrium is reached, at which time the deficit ceases to exist and no 
further increments to the money stock occur. As indicated above, it is doubt- 
ful if the propensity to consume will react so as to bring about the results 
Friedman assumes. In this case, however, there is somewhat more hope that 
it will, for expectations are unlikely to be severely damaged, but the fact 
remains that the effect on saving of changes in the value of assets js likely 
to be small. The proposal precludes increases in the stock of money beyond 
that created by the automatic deficit. Sharp discretionary increases in money 
are proscribed. The proposal provides a sop to the more vigorous deficit 
spenders, but rigidly limits the extent to which the policy may be carried 
The process of recovery is based not upon direct increments to aggregate 
demand resulting from government investment; rather it is based upon the 
hope (probably vain) that the propensity to consume will increase. 

If, however, we make the assumption that there is a direct relation between 
the propensity to consume and the real value of assets (a questionable as- 
sumption at best, but one necessary to Friedman’s argument), there is stil] 
considerable doubt about the manner in which the anticipated outcome is 
brought about. Friedman’s position, as stated on pages 259-61, is that either 
falling prices or constant prices and an increased stock of money will increase 
the real value of assets, hence the propensity to consume and hence aggregate 
demand. 

A decrease in prices (increase in the real value of assets) must be sufficient 
to raise the consumption function; the magnitude of the adjustment required 
depends upon the extent to which aggregate demand is deficient. Falling 
prices may so damage expectations that any rise in the consumption function 
is offset by decreased investment. In other words, the increase in the propensity 
to consume would have to be the greater the more responsive investment is | 
decreasing prices. And, as prices fall, the favorable effect upon consumption 
will ultimately tend to grow progressively weaker. Some individuals (the rich 
will not be induced by increasing real asset values to spend larger proportions 
of their incomes on consumption. Rather, they will save more. Others, 0! 
course, will increase this proportion but increases in the average propens!') 
to consume due to the shifts in their spending habits are limited. Thus, the 
deflation may have to be extreme before the net effect upon aggregate ce 
mand is sufficient to restore a high employment equilibrium. 

Friedman’s second fundamental corrective appears, on the other hand, t0 
offer somewhat more comfort, but for reasons other than those he suggests 
An increase in the money stock also will increase the real value of assets, an¢ 
to the extent that this pushes the consumption function upward it will, it's 
true, cause aggregate demand to react favorably. In this instance, the decline 
in prices need not necessarily exceed that associated with the original decline 
in aggregate demand. But since the increase in the money stock is limited by 
the extent of the deficit, further price decrease may be essential if the in- 
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-rease in real asset values is to drive the consumption function upward. 
Moderate price decline is unlikely to depress investment as much as precipitate 
decline. If, after the initial deflation, the increased money stock is alone suffi- 
cjent to lift consumption, then investment may increase and itself assume 
the principal réle in restoring full employment. It is this possibility, that 
investment will increase, which makes Friedman’s second fundamental correc- 
tive slightly more palatable than his first; yet, he apparently prefers to 
disregard it. 

Thus. even granting Friedman’s necessary assumption (that the consump- 
tion function and real asset values are directly related), the mechanism by 
which a favorable equilibrium is restored is considerably more complex than 
that described in “Framework for Economic Stability.” Adjustments re- 
quired when discretionary action is foresworn may be extreme, so extreme 
that the proposal will provide instead a rigid framework for instability. It 
seems apparent that this proposal for “built-in flexibility” requires such 
unique reactions that it could not (even in a flexible price world) be relied 
upon to do the job alone; even there discretionary counter-cyclical policy is 
necessary. In a world of rigidities and frictions such policy is even more 
essential. 

PHILIP NEFF 
The Haynes Foundation and The University of California at Los Angeles 


Rejoinder 


The central feature of the monetary and fiscal framework for economic 
stability outlined in the article criticized by Dr. Neff is that it dispenses as 
much as possible with discretionary action and relies almost entirely on auto- 
matic reactions. While Neff does not discuss explicitly the relative merits of auto- 
matic and discretionary action—of “rules” vs. ‘‘authorities”’—it is clear that 
this is the basic issue between us. To Neff, “even in a flexible price world... 
discretionary counter-cyclical policy is necessary. In a world of rigidities and 
inctions such policy is even more essential.” 

I shall first comment on this basic issue and then turn to Neff’s explicit 
criticisms: (1) that “admittedly price and wage rigidities destroy the virtue 
f the proposal”; (2) that my analysis of the proposal “assuming flexible 


prices and minor lags contains errors so important that the virtue of [the] 
analysis is lost.” 


1. Alternative Stabilization Policies 
Neff does not argue that the automatic reactions under the framework I 
utlined will have effects that are in the wrong direction, but rather that they 


‘Henry C. Simons, “Rules versus Authorities in Monetary Policy,” Jour. Pol. Econ., 
:  XLIV, No. 1 (Feb., 1936), pp. 1-30; reprinted in Henry C. Simons, Economic Policy 
jor a Free Society (University of Chicago Press, Chicago, 1948), pp. 160-83. It should 
de noted that Simons emphasizes the political implications of rules versus authorities and 
= merely their relative effectiveness. The restriction of the comments below to the latter 
question does not reflect any doubt about the virtues of “rules” in preserving political 
“ ocracy; it is occasioned rather by the irrelevance of the political issue to the present 
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“could not be relied upon to do the job alone.” This criticism makes sense 
only if alternative or supplementary discretionary policies are known that are 
reasonably certain to temper instability more effectively than the automatic 
reactions alone. Yet Neff does not even state explicitly what policies he favors 
let alone establish a case that they would be more effective. Can it, then. be 
taken for granted that the addition of unstated and undefined discretionary 
action will necessarily improve matters? , 
The contention that this can be taken for granted is typically defendes 
somewhat as follows: You admit that your “proposal may not succeed jin 
reducing cyclical fluctuations to tolerable proportions,” that “the forces mak. 
ing for cyclical fluctuations may be so stubborn and strong that the kind of 
automatic adaptations contained in the proposal are insufficient to offse: 
them to a tolerable degree” (my article, p. 264). Why, then, not simply add 
discretionary action to the automatic reactions so as to be ready for all even- 
tualities? After all, a discretionary authority can certainly do at least as well 
as your “rule,” since, if it thought that the “rule” would work, it could re- 
frain from taking any action or make its action identical with that which the 
“rule” would produce. If it took any additional action, it would be because 
the rule wasn’t working well, so that the additional action could be presumed 
to improve matters. 
Despite its plausibility, this argument is fundamentally fallacious. In the 
first place, even if the authority could and would do exactly what the “rule” 
prescribed, the results might well be very different. A “rule” gives the com- 
munity a different basis for predicting the reactions that will take place than 
an “authority” does, Thus the same actions will be attended with a different 
degree of uncertainty, and I should argue more uncertainty, if carried out 
by an authority than if the result of a “rule,” thereby changing the cyclical 
forces to be countered. 
In the second place, it is not clear that an authority could follow the 
“rule” even if it thought it desirable to do so. It would be subject to political 
pressures, and affected by the general climate of opinion. To be successiul, 
the authority must take action largely counter to that being taken by the rest 
of the community. Can it have the independence of mind and strength o! 
character to do so? If it does, can it remain in power? Our experience along 
these lines should make us anything but sanguine. The Federal Reserve Sys 
tem has operated under highly advantageous circumstances, yet I think it 
likely that on balance its discretionary action has been destabilizing, the most 
striking example being the sharp deflationary action it took in the fall of 19°! 
It may be replied that the political pressures that would prevent an av 
thority from operating successfully would prevent adoption of the “rule. 
This may be, but the first amendment to the Constitution offers an instructive 
example of the possibility that the community may favor a self-denying oF 
dinance proscribing a bundle of actions most or ail of which, taken separately, 
it would favor. 
In the third place, it is not obvious that additional discretionary action 
would improve matters even though the authority were completely free ro" 
political pressure. There is no more egregious fallacy than the belief that 4 
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series of counter-cyclical actions will on balance be stabilizing if only they 
are in the “right” direction more frequently than in the “wrong” direction; 
stated differently, that an authority will do harm only if its actions are per- 
verse. On the contrary, a series of actions, most of which are in the “right” 
direction, may still intensify cyclical fluctuations rather than reduce them.’ 
Further, as I argued at some length in the article under discussion (pp. 254- 
58). circumstances that would make the automatic reactions I described work 
poorly or be destabilizing would be extremely likely to make discretionary 
actions of the kind so far proposed work even worse or be even more highly 
destabilizing. 

Ve do not have an acceptable theory of cyclical fluctuations or of the 
causal forces at work. But it is clear that lags in response play an essential 
role in the generation and propagation of cyclical movements. And it is pre- 
cisely these lags that render uncertain the effectiveness of counter-cyclical 
action. Yet the presumption that discretionary counter-cyclical action will be 
predominantly or overwhelmingly in the “right” direction is implicitly 
premised either on negligible lags or on an ability, which we clearly do not 
have, to forecast future movements in aggregate demand. 

These implicit assumptions perhaps explain why most proposals for discre- 
tionary counter-cyclical action specify explicitly neither the location of au- 
thority for action, nor the criteria on the basis of which action is to be taken, 
nor the precise action to be taken. If reasonably concrete specification of 
these essential features of the proposals were attempted, I believe that the 
present appearance of widespread agreement on discretionary counter-cyclical 
policy would dissolve into thin air. The agreement is on objectives, not on a 
reasoned proposal for social action. 


2. Price Flexibility 

Both Neff’s comments and those made by others suggest that my article can 
be justly criticized for not dealing explicitly with the “excluded middle” between 
“perfect flexibility” of prices, including wages, and complete rigidity, at least 
against declines. To bring out starkly the rdéle of price flexibility, I analyzed 
in detail the two extreme cases, though I did mention in a footnote that the 
effectiveness of the proposal did not depend on “ ‘perfect’ flexibility of prices, 
however that might be defined” (my article, p. 258). Neff applies the analysis 
of what I designated “an extreme example” directly to the real world, accepts 
my conclusion that “the only escape from this situation [the extreme example | 
's to permit inflation” (my article, p. 254), and proceeds to recommend that 


See Milton Friedman, “Lerner on the Economics of Control,” Jour. Pol. Econ., Vol. 
LV, No 5 (Oct., 1947), p. 414, especially footnote 12. 

The fundamental point is contained in the statistical theorem that the variance of a 
sum of two components is the sum of the variances plus twice the covariance. A nega- 
“ve covariance is thus not enough to insure that the variance of the sum is less than 
the pcg Py one component; in addition, the covariance must exceed in absolute 
aa half the variance of the other component. In connection with the present 
‘uy One component may be taken to be the aggregate demand in the absence of 
the counter-cyclical action contemplated; the other component, the addition to or sub- 

i trom aggregate demand attributable to the counter-cyclical action. 
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inflation be permitted. Having gone so far, he should have gone farther ang 
inquired whether even inflation would be a permanent “solution.” Would it 
not have to become cumulative to remain a solution? Would not the resultan: 
inequities and disruptive economic effects lead the community to prefer con- 
siderable unemployment to continued inflation? 

Reality, of course, corresponds to neither extreme. At most, “many prices 
are moderately rigid, at least against declines” (my article, p. 253). Under 
such circumstances, the virtues of the proposal are not destroyed; the pro- 
posal will work better than under extreme rigidity, less well than under extreme 
flexibility. With a moderate degree of rigidity, “a reasonably stable or mod- 
erately rising level of money income” would be an eminently satisfactory 
outcome. 

In the present state of our knowledge—or ignorance—reasonable men can 
hold widely different judgments about the quantitative importance of price 
rigidity. My own judgment is that there is more danger of exaggerating than 
of understating its importance. Further reflection and observation of the course 
of events have led me to attach even less importance to rigidity than I did 
when I wrote the article. Given a substantial segment of reasonably flexible 
wages and commodity prices, the fact that other commodity prices and wages 
are rigid will increase the average level of “frictional” unemployment; but is 
unlikely to be a serious obstacle to the effective operation of the proposal. 
Casual observation is particularly treacherous on a point like this. One tends 
to neglect devices invented to circumvent apparent rigidities. Moreover, 
rigidity is far more newsworthy than flexibility; it leads to consequences that 
command attention. We hardly ever realize that the price system is operating 
except when its operations are interfered with. 


3. Analysis of the Implications of the Proposal 


The section of my article that Neff characterizes as containing “errors s0 
important” as to destroy the virtue of the analysis does not pretend to be an 
exhaustive analysis of cyclical forces. It is explicitly restricted to describing 
the “stabilizing economic forces’ on which the “ideal possibilities of the 
monetary and fiscal framework proposed . . . depend” (my article, p. 258). 
It thus neglects forces not directly connected with the monetary and fiscal 
framework (e.g., “changes in relative prices and interest rates,” my article 
p. 259), and only mentions by way of qualification such factors as “the num- 
ber and magnitude of the disturbances to which the economy is subject, the 
speed with which the equilibrating forces operate, and the importance of such 
disequilibrating forces as adverse price expectations” (my article, p. 261-62 

The chief conclusion of this analysis is that there are four main automatic 
reactions that would come into play to counteract changes in aggregate de 
mand: [1] “the adjustment of transfer payments and tax receipts to changes 
in employment. This eases the shock while the defense is taken over by 
changes in prices. [2] These raise or lower the real value of the community s 
assets and thereby raise or lower the fraction of income consumed. [3] The} 
also produce a government deficit or surplus in addition to the initial deficit 
or surplus resulting from the effect of changes in employment on transfer pay- 
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ments and tax receipts. The final line of defense is [4] the cumulative effect 

; the deficits or surpluses on the stock of money. These changes in the stock 
of money tend to restore prices to their initial level.” (My article p. 261, num- 
bers in brackets added.) I called (1) a “shock absorber” and (2), (3), and 
(4) the “more fundamental correctives” because (1) alone can at best offset 
only part of the decline in real aggregate demand and is in operation only 
so long as there is unemployment, whereas the remaining forces are not so 
limited. 

Neff’s criticism of this analysis is marred by a serious error of omission. 
He does not even mention (1), and he completely neglects (3). Thus he com- 
ments, “The process of recovery is based not upon direct increments to ag- 
cregate demand resulting from government investment; rather it is based upon 
the hope (probably vain) that the propensity to consume will increase.” But 
forces (1) and (3) are analytically equivalent to “direct increments to aggre- 
gate demand” and their operation is entirely independent of any effect of 
changes in the real value of assets on the propensity to consume. 

The omission of (1) is particularly regrettable. The federal fiscal system 
now has vastly greater “built-in flexibility” than before the war, largely as a 
result of the increased importance of the income tax and the changed tech- 
nique of tax collection. Indeed, I believe this is by far the most important 
change in recent years in the economic environment relevant to stabilization 
policy. Estimates by Musgrave and Miller, as well as other evidence, suggest 
that force (1) alone is likely to offset something like a quarter or a third of 
any change in aggregate demand.° 

As nearly as I can tell, the positive errors of which Neff accuses me are 
(a) that I suppose the average propensity to consume to be positively re- 
lated to the real value of the community’s assets—or perhaps that I suppose 
this relation to be quantitatively more important that it is; (b) that I neglect 
or understate the effects of adverse price expectations; (c) that I take no 
account of indirect effects on investment, apparently themselves largely to be 
explained by adverse price expectations. 

_ 4. It is not clear whether Neff denies that, other things the same, a rise 
in the real value of the community’s assets will raise the average propensity 
to consume. In any event, he argues that the “propensity to consume is not 
sufficiently sensitive to holdings of real assets.” I do not see how either the 
existence or direction of the effect can be denied. As indirect evidence of its 
importance, I would cite the relative secular stability of the propensity to 
consume, and the apparent absence of strikingly wide differences between 
rich and poor countries in the propensity to consume. The effect in question 
seems to me one of the major explanations of both phenomena. But this is 
evidence for a secular effect, not for a relation over short periods. Empirical 
evidence on the short-period relation is almost completely absent. Additional 
work on this problem is urgently needed. Suppose, however, that a reasonably 
accurate estimate of the magnitude of the effect were available. How large 
R. A. Musgrave and M. H. Miller, “Built-in Flexibility,” this Review, (Mar. 1948), 


PP 122-28. As was pointed out in my article (footnote 20a, p. 261), force (1) is the 
only one taken into account by Musgrave and Miller. 
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an effect would make the propensity to consume “sufficiently sensitive”? Op 
this point, I believe that Neff’s neglect of forces (1) and (3) leads him to 
overstate the “sensitivity” that in some sense is “sufficient.” 

b. When a decline in aggregate demand sets in, prices tend to decline, Nef 
argues that this decline in prices will lead to expectations of further price 
decline, and that these adverse price expectations will cause consumers to 
reduce their consumption, and business enterprises to reduce investment. 
thereby offsetting, or more than offsetting, any favorable effects of the price 
decline on the propensity to consume via its effect on the real value of the 
community’s assets. 

This possibility cannot be denied and, as noted above, was explicitly recog- 
nized in my article. Here again the question is empirical. How likely are price 
expectations on balance to be favorable rather than adverse? If adverse, how 
large will their destabilizing effect be? My judgment on this point is very dii- 
ferent from Neff’s. I should argue that price expectations may be expected 
to be largely stabilizing or neutral in the early stages of either a decline or rise 
in prices, and to become strongly adverse only at a considerably later stage 
when the decline or rise has degenerated into a drastic deflation or inflation. 
The behavior of the velocity of circulation in the earlier stages of all great 
inflations of history and our experience in two world wars seems to me to lend 
strong support to this view. But it may be argued that there is asymmetry 
between rises and declines in prices, that rises are generally expected to be 
reversed, but declines to continue. There is less evidence for declines than for 
rises, but I should argue that our experience in 1929-31 and, indeed, in most 
contractions, supports, or, at least, does not contradict, the view expressed. 

The prevalence of the view held by Neff is to be explained, I think, by 
concentration on dramatic cases such as 1931-33 and the later stages of great 
inflations and by the temptation to think in terms of drastic rather than grad- 
ual price movements. I doubt that 1931-33 can be explained as a direct cons- 
quence of adverse price expectations. It is better explained, in my view, by 
the inappropriate action of the Federal Reserve System in the fall of 1951, 
which in turn led to adverse price expectations and other cumulative forces 
that rendered the subsequent reversal of Reserve policy ineffective. “Nature 
non facit saltum” applies to changes in aggregate demand as well as to other 
economic changes. Surely, the typical case for which counter-cyclical policy 
should be designed is a gradual decline or rise in aggregate demand, in which 
case discontinuous changes in expectations are hardly to be expected. 

Finally, the existence of a stable monetary and fiscal framework will its! 
be a factor tending to stabilize expectations. In view of the historic instability 
of monetary and fiscal forces, particularly monetary, the surprising thing 
that expectations have not in the past been even more destabilizing. 

c. In so far as Neff’s dissatisfaction with my treatment of investment reflects 
more than a difference between us on the importance of adverse price expec! 
tions, I suspect that it arises out of my failure to specify the source of te 
initial decline in aggregate demand that I assume to get the analysis going a0 
my failure subsequently to mention explicitly changes in consumption of 8 
investment other than those arising directly from the operation of the stabil 
ing forces. 
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It clearly makes no difference whether the initial decline in aggregate 
demand arises from an autonomous decline in consumption or in investment; 
in either case, the effect is identical. Subsequent induced changes involved 
in the so-called “multiplier” effect are implicitly taken into account in my 
analysis (see the second paragraph of footnote 19 on page 260 of my article 
and the accompanying text). Further changes are irrelevant to the argument. 
They are in effect included in “the disturbances to which the economy is 
subject.” They affect the destabilizing forces which automatic reactions must 
counter, but not the operation of the automatic reactions themselves. 

MILTON FRIEDMAN 


sity of Chicago 


Final Comment 


My difference with Professor Friedman is not based upon the belief that 
|] fiscal and monetary policy should be discretionary, that “authority” is to 
ferred over “rule” in every instance. Indeed it would be as impossible 
establish a monetary and fiscal system completely devoid of “rules” as to 

ide ironclad guarantees against any future discretionary action. I feel 
t some discretionary action will be required, particularly in view of 
price and volatile expectations. Friedman, in his rejoinder, considers 
the central feature of his proposal to be the fact that “it dispenses as much as 
possible with discretionary action and relies almost (my italics) solely on 
automatic reactions.” Thus both of us apparently believe that discretionary 
action will have a significant réle to play, in spite of the virtues of a logical 
fiscal and monetary system. 

The supplementary discretionary policies called for by the failure of the 
economy automatically to right itself are several. Friedman himself (pp. 
253-54) describes deflationary conditions which monetary inflation would 
correct, while the contribution which may be expected from a discretionary 
government investment program has been the subject of extensive literature 
over the last decade and a half. It is possible that Friedman and I would dis- 
agree on what particular action would be appropriate to given circumstances 
ura ~~ but his suggestion in the rejoinder, “that to be successful the authority must 
rther take action largely counter to that being taken by the rest of the community,” 
olicy leads me to believe that even on this we would not be far apart. 
hich Friedman and I agree that price rigidities and lags complicate counter 
cycle policies, but disagree with respect to their significance. I hold that 
itself whenever price rigidities defeat automatic adjustments, whether these adjust- 
bility p Ments be those resulting from Friedman’s proposal or those that are now 
ng is inherent in the system, discretionary action can provide some contribution to 
} tuller employment. That lags will reduce the efficiency of either automatic 


flects Fe OF discretionary action is quite clear, but Friedman’s belief that his proposal 
recta RENN lags is not convincing. Surely the change in variables that brings his 
of the correctives” into operation could be relied upon as a guide for policy. 

g and In my earlier reply to Friedman’s article I failed to comment on his cor- 
or in rectives (1) and (3) because they already operate in our system, and al- 
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abiliz ough I appraise their strength somewhat less than some economists, I wel- 
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come their existence. Though these correctives have not in the past bees 
sufficient to head off every contraction, it would be nonsense to deny them 
some salutary effect. My argument represents an attempt to show (contrary 
to Friedman) that correctives (2) and (4) could not be relied upon to do the 
job alone, for the favorable effects, unfortunately, are accompanied by un. 
favorable ones. Obviously, the success of any program for built-in flexibility 
depends upon the job to be done. If correctives (1) and (3) are sufficient 
then no sensitivity of the propensity to consume to real asset holdings js 
required. But if contraction continues, a high degree of sensitivity is essentia] 
if Friedman’s proposal is to operate successfully. Evidence concerning jts 
sensitivity is fragmentary, but I believe that “the secular stability of the 
propensity to consume, and the apparent absence of strikingly wide differences 
between rich and poor countries in the propensity to consume” supports my 
position, not Friedman’s. Moreover, if a deflationary movement is sufficiently 
mild that price expectations are favorable, then certainly the required sensi 
tivity of the propensity to consume is less than in periods of contraction 
sufficiently sharp to create adverse price expectations. 
Nerr 


Hungary’s Monetary Crisis: Comment 


In the September, 1948, issue of the American Economic Review, Pro- 
fessor Nogaro published a very interesting paper under the title “Hungary's 
Monetary Crisis and its Theoretical Meaning.” Unfortunately, some errors 
can be found both among his statements of fact and the conclusions he ar- 
rives at, which I should like to correct. 

First of all, what Professor Nogaro says about the motives that led to the 
introduction of the tax-pengé needs amplification. According to him “The 
tax-peng6’s creation was quite empirical; it did not follow from any pre- 
conceived ideas. Its purpose was to guarantee tax revenues” (p. 539). 

This is not the whole truth. The reason for introducing the tax-pengé a: 
money of account was to enable the National Bank through the valorization 
of credits to grant credits justified both on general grounds and in the par- 
ticular case and, at the same time, to prevent the firms from making profits ou! 
of the depreciation of the currency brought about by the inflation which a! 
that stage was considered to be unavoidable. The war destroyed the real 
working capital of the firms while the inflation destroyed their monetary 
capital. Restarting production was impossible without providing credits, io: 
wages had to be paid. The reparation deliveries require special consideration 
A large part of the reparation goods consisted of machinery requiring long 
production periods. To finance their production, credits or advances were 
necessary. Accounts could be settled, of course, only after the delivery 0 
the goods and it seemed just that the credits and advances granted shoule 
be valorized in one way or another lest the firms should make inordinate 
profits. Apart from that, many firms required credit to restore the procuc 
tive capacity of their war-damaged plant. The government thought that the 
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hank of issue should provide these credits without, however, letting the 
arms make inordinate profits. 

It was to be hoped that the valorization of the commercial credits by 
means of the tax-pengd would ensure the reflow of at least part of the great 
quantity of money issued in the course of the inflation. If on January 1, 
1046. the date of the introduction of the tax-pengé, when 1 tax-pengé was 
equal to 1 paper-peng6, somebody contracted a short-term credit of 1 mil- 
lion pengés on the condition that after three months he would have to pay 
back as many times more paper-pengés as it had been necessary to issue in 
consequence of the inflation, the repayment of the larger amount of paper- 
pengé would, it was thought, to some extent counterbalance the effects of the 
inflation. 

Another motive was, and Professor Nogaro is right in pointing this out, 
to valorize tax-receipts, not only the direct taxes but also the indirect taxes, 
amongst them the purchase taxes fixed in percentage of the prices of goods. 
It seems to me that the scheme broke down for four reasons: 

1. At the time of the introduction of the tax-pengé, the volume of credits 
was extremely small and did not by any means correspond to the real needs 
of economic life. For the reasons given above credits had to be granted in 
an increasing volume but when due were not repaid but prolonged. Thus 
the expected reflow of money never took place. 

2. The national economic budget lacked equilibrium. Professor Nogaro 
does not seem to be aware of the importance of the economic budget when 
in the section ‘““A New Conception of Inflation” (p. 534) he is puzzled how 
the sum total of the money incomes could have surpassed the aggregate 
money value of the goods and services available. Although he does not say 
so, he must have been thinking in terms of the concepts of the market theory 
of Jean Baptiste Say, according to which the total value of output included 
the incomes of all those who had been instrumental in producing it. This 
conception is valid only if two conditions are fulfilled: (a) The sales price 
of every commodity is greater than its cost price; (b) The people in receipt 
of salaries and wages want to buy the goods that have been produced. 

We may add as a third condition that the balance of the budget is 
achieved by ordinary means, i.e., without recourse to an inflation. 

\fter the war none of these conditions was fulfilled in Hungary. The sales 
price of many a commodity was fixed below the cost price out of social 
considerations. This did not mean that the firms producing them were work- 
ing at a loss because to bridge the gap they contracted credits which melted 
away in the inflation. At the same time, as mentioned above, they profited 
in carrying out an investment program with the help of inflated credits. 
Economic equilibrium suffered even more from the fact that the purchasing 
power distributed in the form of salaries and wages created a demand for 
goods which at that time were not available. The recipients of incomes 
wanted consumer’s goods, the quantity of which was not sufficient. A larger 
part of the social product was made up of producers’ goods than was war- 
ranted by the volume of savings, the more so because owing to the low in- 
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come level the propensity to save was practically nil and the volume of say. 
ings hardly exceeded the enforced savings of the inflation. This period offereg 
a striking illustration of the wage-fund theory: If the recipients of income: 

refuse to save, their aggregate real income cannot exceed the available quan- 

tity of consumers goods. 

3. The investments of the inflation period were greater than what the 
equilibrium of the national economic budget allowed. The inflation was there. 
fore inevitable. However, the capital accumulation made possible by a rapid 
inilation led to the speedy reconstruction of plant. Had it not been for that. 
the subsequent rise of the national income would not have been as marked 
as it was. 

In 1945-46 the composition of the social product could not be changed 
because there was no possibility of increasing the quantity of consumer 
goods. Before gathering in the harvest of 1946 the stocks of food and ray 
materials could not be increased. Neither was it possible to replenish them 
through imports in exchange for capital goods because these were needed ai 
home to make the future extension of the production of consumers good: 
possible and because no consumers goods were available in other European 
countries. 

4. There were also technical mistakes which speeded up the process of ce- 
preciation. For example, the fixing of the prices and wages in tax-pengé in- 
creased the volume of money that was necessary. The equilibrium of the 
national economic budget was not ensured in tax-peng6 either. The sum 
total of the claims against the social product was, even if expressed in tax- 
peng6s, greater than the total value of the consumers goods expressed in— 
by definition stable—tax-pengd. For the reasons given above this must 
have led of necessity to an inflation of the tax-peng6d which, in its tum, 
speeded up the inflation of the paper-peng6. Later, the inflationary process 
was speeded up because the value of the tax-peng6 expressed i in paper- pengts 
did not measure exactly the actual depreciation of the paper-pengé, owing 
to the inevitable time lag. The prices which served as the basis of the com- 
putation were always the prices of the previous day and that led to a great 
difference between the legal and the real value of the tax-pengé. This fact 
was duly discounted by the market and led to speculative price increases 
There was also an inevitable time lag between the inflow and outflow o! 
money in the Treasury and thus, in spite of the valorization of the tax- 
peng6, the revenue collected in paper-pengés was much below what was 
needed. Finally, there was also the technical flaw referred to by Professor 
Nogaro, i.e., that private individuals were able to defend themselves against 
the depi eciation of the paper-pengé by putting their paper-pengés into the 
bank in the evening on the basis of the lower quotation of the tax-peng) 
of that day and drawing on their account a larger sum on the basis of the 
higher quotation next day. 

In consequence, the valorization of the credits and the tax receipts proved 
to be a failure. But even if the experiment of the tax-peng6é was unsuccess sful, 
it cannot be denied that in other spheres Hungarian economic policy {0 
lowed a clear and consequential line and that its consequentiality bore fui! 
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several phases can be distinguished in the economic policy of the postwar 


ed period. 
es “1 In 1945-46, at the time of the inflation, the aim was the speedy recon- 
a. struction of plant. Even the land reform carried out in the Spring of 1945 
had that aim. Appeal had to be made to the enthusiasm of the new owners 
the o till the land that had become their own, even without the necessary num- 
Te- ber of farm animals and other equipment, and prepare the way to a bigger 
nid crop in 1946. With the large estates intact this would hardly have been 
at, ossible because the landlords lost the necessary authority for the running 
ced of large farms and, in any case, would not have been able to pay their 
labourers and provide them with food. Although the formula used was dif- 
a ferent, the principle applied was essentially the same in manufacturing in- 
er dustry. The aim was the speedy restoration of the productive capacity of ¢ 
aw plant even if that required the pressing down of real earnings to a very 
em low level. 
| at 2. On August 1, 1946, a new currency was introduced and a new pattern 
od of income distribution was set up by decree. Salaries and wages were fixed 
ean not in proportion to the levels that prevailed at the end of the inflation 
period b nut on the basis of purely theoretical considerations. The same ap- 
de- plied to the fixing of taxes and to the drawing up of the investment program 
in f the State. The basis of the plan was a national economic budget which 
the showed an equilibrium not only in its grand totals but also in details, in 
sum production and demand in individual sectors. The level of wages was raised 
tax onsiderably corresponding to the increase in the volume of consumers goods. 
n The prices of manufactured goods were fixed below costs, the assumption 
us being that the increase of the level of real earnings would bring the produc- 
1m, tivity of the workers to a level where the losses of the industry would be 
cess eliminated. The gamble was bold but was successful. While 1945-46, the 
ngds first year following the war, served the reconstruction of plant, 1946-47, the 
wing first year of the currency reform, served the increase of real income. 
om- 3. In the Three-Year Plan launched on August 1, 1947, the two aims ap- 
reat pear in oe It is intended to increase the capacity of plant and the 
fact standard of living simultaneously. 
ases In addition to these comments I should like to rectify some errors which 
W 0 crept into statements of fact. 
tax- _ The depreciated pengé of 1938 was made equal to 2.29 forints and not to 
was 7 forints. But as the gold value of the 1938 pengé was fixed in fact but 
es80 not in law, it must be mentioned that the gold value of the pengé introduced 
ainst a January 1, 1927 was 3.5 times greater than that of the forint. 
) the According to a statement on page 526, 828 octillion (1 octillion = 10°) 
engo epreciated pengés were equal to 1 prewar pengd. The statement is erroneous 
f the partly because the parity was fixed in a way different from what Professor 


Nogaro assumed and partly because the change-over from the depreciated 
peng to the forint was an arbitrary action. It is wrong to try to establish 
‘Ne rate of the depreciation of the pengé at the end of the inflation back- 
wards from the value of the forint. The only true measure is the purchasing 
power. Applying that, we find that the commodity value of 1 pengé in 1938 
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was about equal to that of 1.4 nonillion (10°°) depreciated pengés in July, 1946 
On page 532 Professor Nogaro says that rents were fixed at 60 and 49 
per cent, respectively, depending on the highness of the rent. In fact, the 40 
per cent level was the one adopted and that had to be multiplied by 3 to ar. 
rive at the forint rent whereas the multiplier used in the case of prices was in 
general over 4. Thus the level of rents is below 30 per cent. Exceptionally 
higher rents are being paid for large flats but the greatest part of the dij. 
ference is collected by the Treasury in the form of a tax. 
STEPHEN Varca* 


*The author is professor of economics and statistics at the University of Budapest 
Hungary, and president of the Hungarian Institute for Economic Research. 


Hungary’s Monetary Crisis: Rejoinder 


I have read with much interest Professor Varga’s comment. It is a useful 
addition to the data which I have been able to gather from the documents 
available to me and especially from his own article in the Neue Ziircher 
Zeitung. 

I note with satisfaction that the “errors of fact and of interpretation 
which he mentions are quite few, that they refer to relatively unimportant 
details and that they do not change my conclusions. 

Professor Varga questions whether the creation of the tax-pengé was en- 
tirely empirical. He points out that its creation also answered the need for 
opening credit accounts to businessmen without permitting them to repay 
these advances by a currency which had lost a great deal of its purchasing 
power between the time of the loan and the time of repayment. 

I was quite aware of this use of the tax-peng6, but some of my sources 
indicated that its creation was entirely empirical and had not originally had 
this purpose. I therefore acknowledge Professor Varga’s interpretation. 

As to the figures which I mentioned in connection with the depreciation 
of the pengé, I calculated them exactly on the basis of the data which were 
available to me. Professor Varga explains that the depreciated peng6 of 193% 
was equal to 2.29 forint and not to 2.07 forint, the figure which I used. 
Again, I defer to his views. Furthermore, I know as well as he that the only 
standard which can be employed in comparing effectively the value of the 
two monies, is their purchasing power. 

BERTRAND 


Inflation and Equality: Comment 


In the December, 1948 issue of this Review, Professor David McCort 
Wright concludes (although in the form of a question) that, in order to 
meet the threat of secular inflation, we need “(1) less taxation of proits 
(2) less progressive taxation, (3) higher interest rates.” Both (1) and (2) 
mean a redistribution of the tax burden in favor of the rich and agains 


*D. M. Wright, “Inflation and Equality,” Am. Econ. Rev., Vol. XX XVIII, No. $ (Dec 
1948), p. 896. 
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the middle- and lower-income groups. The argument of this comment is, 
frst, that it is misleading to argue that tax reductions on high incomes are 
necessary “in order to increase saving”; second, that if the objective is to 
increase investment, there may be other ways to do it, more acceptable to 
the egalitarian ideas that some of us possess; third, that there exists no 
obvious case on welfare grounds why inflation should be curbed primarily 
by reducing consumption rather than investment. 

“Professor Wright holds, first, that inflation rather than unemployment 
seems to be our secular outlook for “about 25 years.” For the sake of argu- 
ment let us accept this. Now inflation means that the real spending desires 
of consumers, investors, and government exceed the real capacity of the 
economy to produce. Hence, if inflation is to be avoided, the sum of such 
expenditure desires must be reduced. As between reducing consumption and 
reducing investment, Wright chooses consumption. To say that consumption 
plus investment expenditures tend to outrun capacity production is equivalent 
to saying that investment tends to outrun saving. This way of putting it, 
however, is not well adapted to sound analysis of some aspects of the problem, 
since it tempts us toward fallacious reasoning of the sort that follows. If we 
don’t want to reduce investment, then we must increase saving. What 
groups do most of the saving? The high income groups. How do we get them 
to increase their saving? Let them retain more income, by reducing their 
taxes. Despite the poor family mentioned in Fortune who were barely “getting 
along” on $25,000, both Wright and I believe that the rich have a marginal 
propensity to save greater than zero—appreciably greater, I’d say. Hence, 
more disposable income, more saving. The way to solve our problem is to 
increase the disposable income of the rich. 

Now I am sure that Wright realizes the fallacy in the argument as I have 
stated it, but some others who talk this way don’t, and Wright’s argument 
is not well calculated to disillusion them. Reductio ad absurdum: even the 
poor have a marginal propensity to save at least slightly greater than zero. 
Hence we could get still more saving by reducing their taxes, too. The trouble 
is, Of course, that if you increase disposable income by tax reduction you 
dt increase saving, but you also increase consumption, and add to rather 
(han subtract from the inflationary pressures. The problem of inflation control 
Ss not to increase saving, but to reduce consumption. It is misleading to 
argue that we need to reduce taxes on the rich “in order to increase saving” 
and thus control inflation.? 

It is obvious, of course, that if a given total amount of taxes is to be 
collected, taxing the poor reduces consumption somewhat more than taxing 
the rich.* I see little reason, however, why we need to think in terms of a 


The nines fallacy is involved in the depression argument that we should “soak the 

ecause they save too much. Although Wright repeats this prescription, it too is 
wong Soaking the rich” reduces their consumption (as well as their saving) and is, 
y itself, deflationary. 
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Mc he conclusion of Musgrave and Painter (“The Impact of Alternative Tax 
ee Personal Consumption and Saving,” Quarterly Journal of Economics, August, 
“") 18 that redistribution of the tax burden cannot have important effects either way. 
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given total amount of tax collection. It is likewise clear that taxation heavy 
enough to exert control over recent inflationary pressures cannot be confined 
to the rich—there are simply not enough of them, and their total consump. 
tion is too small. I take these facts for granted, and assert that they are 
not particularly relevant to Wright’s argument. If the problem is to avoid 
inflation, without reducing investment, then we must reduce Consumption, 
and it doesn’t much matter whose. If there is fear that additional taxation 
of high incomes might reduce attempted investment, why is Wright not 
content merely with additional taxes “on the ordinary citizen”? Why mus 
we reduce taxes on the high incomes, as is clearly suggested at sever 
points? 

Is this merely because inequality is desired on other grounds? Professor 
Wright has argued elsewhere, and very ably, the case for inequality. Al. 
though I cannot fully accept his conclusions, I recognize the difference as 
largely one over values. My objection here is only to the necessary association 
of the question of equality with that of inflation control. Avoiding inflation 
without reducing investment does not call for reducing taxes on the rich: 

It is essential to recognize that Wright does not hold that there is any prob- 
lem of inadequate incentives to provide the amount of investment now taking 
place (or now attempted). Indeed, if there were, inflation would not be ow 
secular outlook. “Only if we deliberately attempt to discourage investment 
incentives would the case be different. Up to now our discouragement of new 
investment has not affected the rate of planned investment quite that much.” 
Wright’s argument for tax reduction on high incomes may therefore rather 
be of a different character, a character which is there largely by implication, 
not through clear statement. Perhaps it can be stated as follows. Today we 
have a sum of attempted investment plus attempted consumption that is 
too great. It is not enough merely to reduce consumption to the exten! 
necessary to avoid inflation. We must rather reduce consumption still more 
than this, and provide for a still higher rate of investment than now at- 
tempted. To do this we must not only increase the tax burden, which wil 
reduce consumption, but we must redistribute it in favor of the rich, which 
will increase investment. An actual reduction of taxes on the rich is indeed 
necessary to this argument. 


*“Income Redistribution Reconsidered,” in Income, Employment and Public Policy 
Essays in Honor of Alvin H. Hansen (Norton, 1948), pp. 159-76. 

*To be sure, Wright’s suggestion that the tax reduction take the form of an exemption 
on saved income would tend to reduce the consumption of the rich, but only if the rate 
on income not saved were raised sufficiently high. If the rate were not sufficiently —er 
on income not saved, the rich might end up merely with lower taxes, higher saving, ns 
higher consumption, and the inflationary pressures be increased. The suggestion is wort 
of study, but, it seems to me, only if we are willing to concede in advance that it my 
be worthwhile to bribe the rich to decrease consumption by allowing them to pile up, 
more rapidly, claims to future income. This, again, is a question of values. Reducing 
consumption by higher taxes does not have this by-product. 

*“Inflation and Inequality,” p. 895. The sentences quoted follow this curious o¢ 
“Supposing that we do all we can to discourage consumption, the probabilities are tiat 
secular need for current new investment would still be greater than the saving flow 
If doing “all we can” includes added taxation, what does this mean? 


" = 

| 
| 


COMMUNICATIONS 963 


be mistaken, of course, that this is what Wright has in mind. At 
one point he speaks of lowering taxes on the upper incomes “in order to 
vet more saving and more investment” (italics mine). At other points he 
night be understood to be arguing merely that we need to avoid inflation 
without reducing investment from its present attempted rate. But in view 
f his previously quoted position regarding the strength of present invest- 
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ment incentives, it would not seem that reduced taxes on profits and on 
the rich would be necessary if the objective were merely to avoid reducing 
investment from its present attempted rate. It is this which leads me to the 
interpretation I have suggested above: tax redistribution is advocated as 
a means of securing increased investment. If investment incentives are now 
strong enough that we are threatened with secular inflation, why otherwise 
would we need to increase them? 

Now this case for a combination of both higher and less progressive taxes 

nust rest on two propositions, neither of which Wright assays systematically, 
if at all: (1) There is a “welfare” case for a greater rate of investment 
om now attempted; and (2) Tax reductions on profits and on high in- 
ill induce a rate of investment greater than that now attempted, and 
thi: the 1e only or the best method of securing added investment. 
Take the second proposition first. Accept for argument’s sake Wright’s 
view that we want private rather than public investment. Is it clear that 
greater bait for potential investors is the only or the best method to get 
added investment? One whose value judgments as to the desirability of 
inequality on ethical and political grounds differ from Wright’s might insist 
hat we first try tax reforms of other sorts, monopoly busting, patent re- 
rms, subsidization of technical research, elimination of uncertainties re- 
future government actions, and similar measures. In any case, 
| put the emphasis on profits taxation rather than income taxation. 
“But inten Professor Wright is arguing for a rate of investment greater 
than that now attempted, or merely maintenance of the present rate; whether 
or not he convinces us that reduced taxation of profits and high incomes is 
ir the best way to stimulate investment; he fails, it seems to me, 
) face up to the vital question of how to justify this high rate of investment. 
He assumes, that is, that there is an obvious welfare case for a high rate 
i investment. Why is this obvious? 


Grant it to be true that “all over the world today, and even in our own 
= country, the masses of mankind are striving for and demanding a standard 
* of living which our present equipment is inadequate to furnish,” Professor 

Wright is aware, I am sure, that we are here back on classical battlegrounds. 


What is the lens rate of capital accumulation if it is not necessarily 
merely the rate required to provide full employment without inflation? Was 
not the classical answer (assuming full employment) that it was the rate 
at which marginal time preference equals marginal product of additional 
roundaboutness? Would not the Classical answer to the present situation 
be that the rate of interest should rise, increasing saving and curbing in- 
yaamenead This seems to be part of Professor Wright’s answer too. But to 
ne extent that equilibrium is restored in this way it involves a reduction 
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of investment as well as a possible (probably slight) decrease in cons 
(increase in saving). Nowadays we attach little enough importance to the 
effect of the interest rate on investment, but we all assume (I believe), that 
its effect on saving is even less. Hence, rising interest rates would eliminate 
inflation primarily by curbing investment, exactly the Opposite effect from 
that which Wright seeks. Certainly, if we desire not to reduce investment, 
it would be better to eliminate inflation by curbing consumption through 
added taxes. This points up, of course, the deficiency of the “natural rate’ 
criterion for capital accumulation: what is the natural rate depends on the 
income distribution and tax structure. 

Or does Wright have some other welfare criterion for determining the 
appropriate rate of capital accumulation? Do the masses acting through 
government know better than the masses acting as spenders of their own 
incomes what rate of capital accumulation they prefer? Or does a wise 
governmental elite know better than the masses acting either way what we 
and our unborn children want and deserve? 

Perhaps welfare would be increased if we saved-invested more, but neither 
the welfare economists (Lerner in Economics of Control argues that this 
must be a “political” decision) nor Mr. Wright have told us on what grounds 
we should make this decision. We are all in favor of higher standards of 
living. But it is not that simple. The question is how far shall we reduce the 
standard of living in order to increase it. This is a profound and vital ques- 
tion, worthy of careful analysis. If our secular outlook were stagnation, per- 
haps there is no question: except for times like these, when investment should 
be discouraged, it is in the social interest to increase investment incentives 
to the maximum extent possible, and consistent with our distributive ideals 
(although this may merely intensify the problem subsequently). But if 
our secular outlook is inflation, we can not ignore the choice that confronts 
us, and economists need do more than to recognize that it is a choice. For 
those who believe secular inflation to be our outlook, here is a challenge 
for careful, original analysis. 

Finally, as to whether or not secular inflation is our prospect, I feel in- 
competent to judge. I only quote a warning from Professor Wright: “When- 
ever prosperity appears, even momentarily, there are always people to ex 
claim that ‘happy days are here again.’ We are in a ‘new era.’ There will Le 
no more depressions. .. . 

“Shall we be like army officers always preparing to win the last war: 
During a boom, will our graduate students be trained primarily to prevent 
inflation—and hence be unprepared in slump? Will they in slump be traine¢ 
primarily to prevent slumps and so let the next boom become an inflation’ 
Unlike the businessman, whose estimate of the future is, we say, excessive!) 
colored by today’s events, must not the economist always be sure to weal 
lenses corrected for myopia? 


umption 


GARDNER ACKLEY* 

™D. M. Wright, “The Future of Keynesian Economics,” Am. Econ. Rev., Vol. XXX} 
No. 3 (June, 1945), pp. 306, 307. | 
* The author is associate professor of economics at the University of Michigan. 
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Inflation and Equality: Rejoinder 


Professor Ackley impliedly concedes the basic factual assumption of my 
paper: the marginal propensity to save of the well-to-do is greater than that 
of the lower-income groups. He also (end of his sixth paragraph) spells out 
correctly my fundamental contention and concedes its logical validity. I did 
mean that the flow of net private investment ought to be (secularly) higher, 
and I do feel that the present aggregate net private (secular) inducement 
to invest, still more particularly that for risk-taking new ventures, under our 
present tax-wage-price control outlook, is only adequate where the (propor- 
tional) secular level of consumption is very high—too high. 

Blaming the inflation on “excessive investment” alone seems to me true, 
even formally, only as tautology. The real stimulus can come from the 
consumption side. We might put the matter as follows: the people have 
become accustomed to demanding a certain rate of increase of real income. 
Price control and restriction of investment might, for a time, halt inflationary 
price rise. But real income might not be rising sufficiently. Therefore, there 
might be demands for “fourth-round’”’ money wages increases, etc., which 
could start the inflation going again. Sometimes eliminating all saving-invest- 
ment might not suffice to meet the demand for present consumption. 

Since Dr. Ackley concedes my basic point, the real question becomes, as 
he says, one of values.* For brevity’s sake I must discuss his main point only. 
Do not Dr. Ackley’s doubts as to whether there is a “welfare case” for a 
higher rate of investment imply a sort of “iron law of consumer satisfaction”? 
Of course he does not commit himself to such a position, but would not the 
logic lead to some such statement as “all income levels are about equally 
satisfying (or unsatisfying). Progress is a delusion.” 

Now, if the public agreed, there would be no more to be said. But I believe 
in (1) democracy and (2) our duty as economists to help the people toward 
an informed choice. I say to the lower-income groups, “You want a rapidly 
rising standard of living. To get it more capital is needed, to get more 
capital we need more investment. Some moderation in your demands for 
equality today will give you more goods tomorrow—without inflation.’” 

It is important to realize that Dr. Ackley does not dispute the correctness 
of this argument under the circumstances assumed. What seems tentatively 
suggested is some such reply as this: “No, no, people of America, you will 
be just as unhappy no matter what your national income is. Equal distribu- 
tion will give us ‘enough’ goods. Forget about growth.” 

I see nothing mysterious about the way to settle this argument—demo- 
cratically. Leave it to the people through their representatives to make the 


"For detailed statement of my values see Democracy and Progress (New York, 1948), 
especially the chapter on redistribution. Dr. Ackley is not correct in saying I argue for 
a I argue for as much equality of opportunity as we can get. Perhaps it 
ne best to say I argue for a balance of equalities, none of which can be wholly 
ante the cycle, I have also shown, in Economics of Disturbance (New York, 
pied at there is a more or less insoluble conflict between demands for prompt satisfac- 
‘on and demands for perfect stability. 
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choice: More equality today versus more butter tomorrow. But it should 
be an informed choice, a choice by an electorate that understands the alterna. 
tives, and is not misled by rosy delusions that we can get “plenty,’ 
merely by redistribution. . 
Only one technical point needs mentioning. Dr. Ackley seems to feel tha 
under any circumstances raising the market rate of interest will “reduce 
investment.” This is a widespread misconception of Keynesian theory. In- 
flationary “forced saving” is, of course, oge way—possibly the characterisii 
cally socialist way (vide Russia)—of getting capital formation. But I assume 
we are agreed that this method is bad. Accordingly, we desire only inves. 
ment without inflation. Now ex ante investment in excess of ex ante saving 
will tend to produce inflation. Raising the rate to an equilibrium figure 
under such circumstances, will not reduce the amount of realized noninfo. 
tionary investment. It will only cut off the margin of attempted investment 
“causing” the inflation! If we want more investment, without more inflation, 
then we want to increase the rate of ex ante saving—which is the point | 
started off with. The appropriate interest rate then would be the one rationing 
the increased flow without inflation. : 
In conclusion, I would like to remind my readers that my communica. 
tion referred to the secular problem. Dr. Ackley quotes my “Future of 
Keynesian Economics.’”* I stand by that article in full. If serious depression 
begins, deficit finance and public works should, in my opinion, be integral 
parts of an effective program. This, however, does not affect secular policy. 
If private saving-investment would be needed again soon (and they will 
be if we adopt intelligent policy), we would be very foolish to liquidate the 
inducement to save for the sake of a short-run crisis. 
Davip McCorp Wricut 


now, 


University of Virginia 


*D. McC. Wright, “The Future of Keynesian Economics,” American Economic Review, 
June 1945, p. 284. This article, it is worth mentioning, was given a written general ap- 
proval by Keynes himself. See also my essay on “The Prospects for Capitalism,” A Survey 
of Contemporary Economics, H. S. Ellis, editor (Philadelphia, 1948). 


Income Elasticity of Demand for Imports and Terms of Trade 


The results which Pigou arrived at in solving the problem of transier in 
terms of marginal utility functions' were elaborated and implemented in the 
form of diagrammatic analysis by Professors G. A. Elliott and J. Viner.’ Viner 
further improved Pigou’s methods by another procedure which does no! 
resort to utility analysis but is still based upon the assumption that th 
proportion in which the expenditures are distributed between native an¢ 
imported commodities remains unaltered in the two countries in the absence 


of relative price changes, as the amount available for expenditures varies 


7A. C. Pigou, “The Effect of Reparations on the Ratio of International Interchange, 
Economic Journal, Vol. XLII (1932), pp. 532-43. ; 
*G. A. Elliott, “Transfer of Means-of-Payment and the Terms of International Trade, 
Canadian Jour. Econ. and Pol, Science, Vol. II (Nov., 1936), pp. 481-92. J. Viner, Studie 
in the Theory of International Trade (New York, 1937), pp. 336-60. 
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Professor Viner’s conclusion is limited to a special case and can be shown 
hy means of indifference curves* in the analysis of transfer problem. 


no’ " In order to make our analysis throughout this discussion manageable, it 
‘; demonstrated in terms of a two-country-two-commodity case. In Figure 1, 

| that each country has a family of homogeneous indifference curves.* The ordinates 

educe and abscissas of both countries A and B are expressed in physical units 

In which are so chosen that A’s and B’s commodities are equal in price with 

pristj ordinates representing imports and abscissas, domestic goods. The line ab 
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Review 
ral ap- denotes all possible combinations of domestic and imported goods which 
Survey country B can purchase with a given national income at the prevailing price 
before capital export. Country B will seek the preferable combination, i.e., 
| the combination on the highest possible indifference curve, which is I,, and 
will buy od of domestic goods and ok of imports. 
fer in lhe a’b’ in Country A, which is analogous to ab in B before capital move- 
in the ment takes place, touches the highest indifference curve I’; at c’. As a result, 
Viner od’ domestic goods and ok imports will be purchased by A. Draw such a 
it the *T. Scitovszky, “A Reconsideration of the Theory of Tariffs,” Rev. Econ. Studies (Sum- 
mer, 1942) pp. 93-95, for community indifference curve. 
e an 1, 
Be *The assumption of a family of homogeneous indifference curves is another way of 
re expressing the linearity and similarity of the utility function within each country, or 
varies Viner’s assumption that “in the absence of relative price changes, changes in the amounts 
available for expenditure on the respective countries resulting from reparations payments 
hange will : t afiect in either country the proportions in which these expenditures are appor- 
tioned between native and foreign commodities.” 
” 5 Nth ¢ . 
Trade, With the assumption that the physical units are so chosen that A’s and B’s commodities 


| in price, all the price lines must be 45° (Fig. 1). For instance, oa’ must be equal 
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line g’h’ parallel to, but to the left of, a’b’ so as the difference between oly 
and ob’ (h’b’); og’ and oa’ (g’a’) would represent the amount of Capital 
received by A; and of’ and om represent the amount of A and B commodities 
respectively which A would consume after receiving capital, since e’ js the 
point on the highest indifference curve which g’h’ can meet. 

In country B, draw a line parallel to, but to the left of the line, ab, with 
the difference between ob and oh (bh); 0a and og (ag), representing the 
amount of capital export, and of and on, representing the amount of B and 
of A commodities respectively which B would buy after capital export. 

Now we are in a position to reproduce Viner’s argument by means ¢/ 
our apparatus. He assumed that before capital movement each country 
spends more money on her own than on the other country’s commodities. 
and, in the absence of relative price changes, the terms of trade will turn 
against the exporter of capital. 

By assumption, f’o : om = d’o : ok because I’, and I’, belong to a family 
of homogeneous indifference curves, and g’h’ is parallel to a’b’. 


km = d’o: ok 
By assumption, od’ > ok 
f’d’ > km, and similarly, fd > kn 


Since capital movement results in an increase in A’s spendable funds equalling 
the decrease in B’s spendable funds, 


fd’ + km = fd + kn 
f’d’ > kn and fd > km 


It is evident that Viner’s result is obtained through assumption, among 
other things, of a fixed ratio in which countries A and B would divide 
their respective expenditures between A’s and B’s commodities, ‘¢, 
od’ : ok = of’: om; od: ok = of: on, or, in other words, that oc’e’ and 
oec should be straight lines. But the proportion of expenditure between native 
and imported goods, in the absence of price changes, remains unchanged 
by variations in the aggregate amount of spendable funds only when income 
elasticity of demand for imports is equal to unity.® It is, therefore, a special 


*The demand for imports can be represented algebraically by a functional relationship 
between the national income (Y) and the amount of expenditure on imports, M. Thus 


dm m 


The elasticity of demand is given by the formula E = (2 
y y 


dm 
As the derivative : is almost invariably positive (since a rise in national income always 
y 


brings about an increase in the expenditure on imports), E, therefore, is also positive 
Solving the differential equation (2) 


rve 


This is the equation of a demand for imports of constant elasticity E. If the demand cu 
has unit elasticity, this equation becomes 


The curve then becomes a straight line passing through the origin. 
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| 
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case, because there are other cases in which an elasticity could be greater or 
smaller than unity.’ 

There are three probable cases of elasticity of demand between the two 
extreme cases of a perfectly elastic demand and a perfectly inelastic demand, 
namely, (1) A relatively elastic demand (Ms), (algebraically, between + 1 
and +g): (2) Unit elasticity of demand (M,), (the algebraic value is 
- 1): and (3) A relatively inelastic demand (M2), (the algebraic value is 
between O and — 1). Similarly, there can be five types of income elasticity 
demand for imports in the other country. The terms of trade, after the 


yf the two countries. 
We shall concentrate our attention on the three more probable cases of 
income elasticity and analyze their effects on the terms of trade. Let M, 
and M,’ be the curves of type (2) in countries B and A respectively, M2 
and M.’ for (3) and Mz; and M,’ for (1). 
The combinations of the types of income elasticities in countries A and B 
are tabulated as follows: 
Terms of Trade for Country B—Exporter of Capital 

M1 M1’— M2M1’— M3MI’ ? 

M1 M2’ — M2 M2’— M3 M2’ ? 
ailing M1 M3’ ? M2 M3’ ? M3 M3’ ? 


Therefore, even when the situation was considered before price changes 
had occurred, cases could be developed in which adjustment to the transfer 
might involve changes in the terms of trade in favor of the paying country, 
against the paying country, or no change at all. 

Our scheme can also show diagrammatically how parallel monetary expan- 
sions could take place with the balance of payments being undisturbed. Let us 
put the question in this way. If there is an expansion of income from gh 
to ab in Figure 2, with an increase of mn imports to country B, how much 
income expansion should occur in A so that there is an equivalent amount 
of imports from B? The process of geometric construction will be as follows: 
Let us suppose that the distribution of expenditure between domestic 
and imported goods of countries B and A at all levels of income is represented 
by P and P, respectively. (1) Draw a horizontal line parallel to X-axis 


ative 
anged 
pecia! 
ionship 
Thus "Mr. M. Bronfenbrenner, in an elaboration of Pigou’s analysis, has shown that the 

, terms of trade of the capital export country depend, besides price elasticities, upon income 
elasticities and upon what he called intercommodity elasticities, and has given a general 
mathematical solution to the problem. The indifference diagram which measures two com- 
modities along its two axes is useful and instructive in showing that Viner’s diagrammatic 
iis acheme b ased on Pigou’s mathematical condition is under the assumption of, among others, 

ys ounite ‘ry income elasticities of imports. It may be observed that in any scheme of analysis 
1 the consumers can only divide their incomes between purchases of two goods 
rot possibly buy other goods than these two, there cannot be anything but a 
sutution relation between the two goods. The problem of analyzing the effects of 
inter rmati tional transfer would be more complicated if there are more than two goods on 
nsumers can spend their incomes, because in that case both complementary and 
— tion relationships would be possible. See M. Bronfenbrenner, “International Transfer 
and tie Terms of Trade,” Studies in Mathematical Economics and Econometrics, edited 
ange, F. McIntyre, and T. O. Yntema (Chicago, 1942). 
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from n cutting OP, at r. (2) Through r, draw a line a’b’ parallel to gh’. 
Then we know that if country A wants to keep in step with the expansion 
of B in order to maintain an even balance of her international account, she 
should expand her income from g’h’ to a’b’. 


Country A Country 3 
ad 
— 
g 
Jd 6 > 6 
FicurE 2 


If the income elasticity of demand for imports takes the form of P”,, a 
larger expansion to c’d’ is necessary. The diagram shows clearly that both 
the average propensity for imports and the income elasticity of demand for 
imports of each country will determine the degree of expansion necessary. 

ANTHONY Y. C. Koo* 

* The author is a member of the Chinese Delegation to the Far Eastern Commission, 

Washington, D.C. 


Induced Investment, Overcomplete International Adjustment, 
and Chronic Dollar Shortage 


In his communication in the March issue of this Review,! Professor C. P. 
Kindleberger defends against his critics, including myself, an argument he had 
advanced several years ago” to the effect that the dollar tends to be chroni- 
cally scarce because “increased [American] imports will raise money incomes 
abroad and will produce increased demands for American products in excess 
of the original increases in American imports.” Kindleberger’s conclusion 
that there is a tendency toward an overcomplete international adjustment 
with respect to increases in American imports was deduced from his assump- 
tions that “the United States has a comparatively low propensity to import 
and a low ratio of exports to national income, whereas the rest of the world 
has a relatively high elasticity of demand for United States exports 0! 
manufactured goods and a relatively high ratio of exports to income.”* Or 


*“The Foreign-Trade Multiplier, The Propensity to Import and Balance-of-Payments 
Equilibrium,” Am. Econ. Rev., Vol. XXXIX, No. 2 (Mar., 1949), pp. 491-94. 

*“International Monetary Stabilization,” Postwar Economic Problems, ed. by S. E Hiar- 
ris (New York, 1943), pp. 379 ff. The identical argument has recently been advanceé 
by K. K. Kurihara, “Toward a New Theory of Monetary Sovereignty,” Jour. Pol. Econ. 
Vol. LVII, No. 2 (Apr., 1949), p. 166. 

* Throughout his discussion Kindleberger used the terms “marginal propensity to mapert 
and “income-elasticity of demand for imports” interchangeably. But these two conceps 
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che hasis of those assumptions alone, however, Kindleberger’s conclusion was 

; li * non sequitur. Additional assumptions were necessary to ensure its 

rmal validity. 

In} c mmunication Kindleberger now comes forth with two such assump- 
‘ons, namely, the existence in foreign countries of (a) a high rate of induced 
investment (presumably on a scale more than offsetting the increase in 

ated with the rise in foreign incomes), or (b) a negative mar- 
al propensity to save. I venture to suggest that had he explicitly intro- 
‘iced either of those assumptions in his original article he would have been 
sared most of the gibes from his Washington friends to which he refers, 
hough 1 rather suspect that he might still have received a residual of 

es for having attempted to construct a general theory of chronic dollar 
rtaze on such a basis. Unless some such additional assumptions are 
stulated, the theoretical presumption must be that an increase in a country’s 
rom leading to a greater increase in its imports, will typically 

ily a smaller, or at best an equal, increase. By now admitting the 

ecifying further conditions, Kindleberger is in effect conceding at 

f the points that his critics had in mind. I had raised that point 

an unpublished memorandum in 1944 which had been used by 

‘; Enke and Salera as the basis for the discussion of dollar shortage 
rnational Economics. But Enke and Salera did not point out, as 

I had itly done in my memorandum, that Kindleberger’s contention 
regardit rcomplete adjustment to increases in American imports could 

retically valid if additional (but what I regarded as special) 

ns regarding induced investment (and other factors) were postu- 

y implied, obviously incorrectly, that an overcomplete adjust- 

nceivable. I had not, it is true, explicitly referred to a negative 

marginal propensity to save as another condition that would make Kindle- 

bergers argument formally correct, but I did not, and most certainly do 
not, as he suggests, deny the possibility of such. 

(he real issue involved is not whether Kindleberger’s particular point is 

retically valid, for if fortified by the appropriate assumptions it would be, 

‘her or not those assumptions are the most realistic ones to make. 

A parently Kindleberger believes that they are, and he argues that in his 

ginal article he was interested, not in “economic models,” but in “the 

vior of real economies” (op. cit., p. 492). It is my opinion, however, that 

ng with special cases, not with the general one, and that conse- 


iuenly he is greatly exaggerating the importance in the real world of the 

sequence he outlines. 

lo express the issue in simple yet formal terms: is the marginal propensity 
reign countries as a whole characteristically greater (in alge- 


ute distinct, as I noted in an article in the Canadian Jour. Econ. and 
VI (1940), pp. 519-20 n. A continued loose usage of concepts is evident in 
te when he speaks of a country with “a high foreign-trade multiplier 
ensity to import” and of a country with “a low foreign-trade multiplier 
nsity to import” (italics mine), op. cit., p. 492. For surely a high foreign- 
associated with a low marginal propensity to import, and conversely. 
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braic terms) than the marginal propensity to save? If so, then increases jp 
American imports would, as Kindleberger argues, tend to cause greater in. 
creases in American exports, i.e., to bring about an overcomplete balance.. 
payments adjustment. If the opposite situation prevails, increases in our in 
ports would tend to cause only an incomplete adjustment. If the propensities 
were exactly equal, increases in our exports would tend to be identical to the 
original increases in our imports.* 

It may be admitted that in certain underdeveloped countries where the 
marginal propensity to save is very low (and indeed under certain condition: 
negative®), where there is a high rate of induced investment, and where the 
marginal propensity to import American goods is high, an increase in Amer. 
can imports from such countries might well lead to an even greater increas 
in their imports from the United States. But it would, I believe, be unrealistic 
to assume—and I have as yet seen no statistical evidence to suggest—that the 


‘This formula merely rephrases one laid down in a broader context by L. A. Metzler 
“The Transfer Problem Reconsidered,” Jour. Pol. Econ., Vol. L (1942), pp. 408 ff. Se 
also J. J. Polak, “The Foreign Trade Multiplier,” Am. Econ. Rev., Vol. XXXVII, No. ; 
(Dec., 1947), especially pp. 896-97, and F. Machlup, International Trade and the Nations! 
Income Multiplier (Philadelphia, 1943), p. 184 n. Kindleberger’s assumptions regarding the 
relative magnitudes of the relevant propensities in foreign countries would seem to cor- 
respond to the case of economies designated by Metzler as “unstable in isolation.” It may 
be of interest to note that Metzler believes that few countries are in the “unstable” clas 
and that, consequently, income movements induced by international shifts in purchasing 
power will be inadequate to bring about full balance-of-payments adjustment to dis- 
turbances. 

Professor W. F. Stolper, using a more sophisticated set of assumptions, has recently 
argued that Kindleberger’s point could be valid even if foreign countries were not “un- 
stable” at all. See his article, “The Volume of Foreign Trade and the Level of Income,” 
Quart. Jour. Econ., Vol. LXI, No. 2 (Feb., 1947), pp. 305-08. But Stolper’s assumptions 
seem to me of an even more special sort than those now introduced by Kindleberger. Se 
also the critique of Stolper’s over-all argument by G. Haberler, “The Foreign Trade 
Multiplier: Comment,” Am. Econ. Rev., Vol. XX XVII, No. 5 (Dec., 1947), pp. 904-06 

I can think of several other sets of special assumptions that would make Kindleberger’ 
thesis formally valid, but these need not be elaborated here. 

*Since Kindleberger chooses to introduce the possibility of dissaving as a factor 
tending to cause overcomplete international adjustment (although he admits that “s 
general, individuals tend to save more as incomes increase”), he should not overlook 
the possibility of induced disinvestment as a factor working in the opposite direction 
A rise in a country’s exports might at times be associated for a considerable period with 
substantial net drafts on existing stocks of exportable and other goods. Such induced dis 
investment, even in the face of dissaving, would tend to make for an incomplete 
adjustment, unless the dissaving were larger than the disinvestment in absolute terms, ‘¢, 
unless the marginal propensity to invest were greater in algebraic terms than the margina 
propensity to save. For an interesting illustration of such induced disinvestment in actual 
practice, see A. F. W. Plumptre, “The Distribution of Outlay and the ‘Multiplier’ in Ws 
British Dominions,” Canadian Jour Econ. and Pol. Sci., Vol. V (1939), pp. 369-70. 

*I am using the term “induced investment” here in a broad sense to include all increas 
in domestic investment associated directly or indirectly with rising exports, name) 
increased investment in export and domestic-goods industries induced (a) by msing ™% 
tional income (i.., the acceleration effect); and (b) by increased availability of loanable 
funds and/or lowered interest rates that might be brought about *y an increas ® 
external monetary reserves resulting from the rise in exports. 
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marginal propensity to invest in foreign countries as a whole is characteristi- 
cally in excess of the marginal propensity to save so as to create an under- 
lying tendency for increases in aggregate American imports to bring about 
oreater increases in our aggregate exports. Although I am somewhat skeptical 
of attempts to prove or disprove Kindleberger’s point by reference to the 
actual statistics of American imports and exports, given the large number of 
autonomous factors at work affecting each, it seems to me significant that 
during the interwar period increases in our imports were characteristically 
associated with smaller, and not with larger, increases in our exports.’ 
Kindleberger attempts to support his thesis statistically by reference to the 
balance-of-payments experiences of Argentina and Australia in 1935-38. But, 
apart from my skepticism regarding a statistical approach to this problem, 
particularly from the viewpoint of the balances of payments of individual 
foreign countries, and the fact that I consider highly inappropriate his selec- 
tion of countries, I fail to find his evidence even mildly convincing. All that 
the Argentine statistics indicate is that the rising exports of Argentina in 
1935-37 were accompanied by smaller increases in imports (the active trade 
balance rising steadily in these three years), and that the decline in exports 
in 1938 was accompanied by a smaller decline in imports (leading in this 
case to a deficit). Far from supporting Kindleberger’s argument, this episode 
seems to indicate nothing more than the opposite, and normally anticipated, 
pattern of developments.® If his point were indeed valid, it would appear that 
the active balance should have decreased year by year and have possibly 
resulted in a deficit at the top of the boom in 1937. Even if the deficit that 
emerged in 1938 could be construed as evidence of a belated overcomplete 
adjustment, the statistics cited by Kindleberger refer only to Argentina’s 
global balance-of-payments position, and not the position vis-d-vis the United 
States. For similar reasons, I do not find the Australian experience any more 
convincing, even though total Australian imports did continue to rise in 1938 
though at a sharply reduced rate) when exports declined. 
_ In my original memorandum I had stated that if, as Kindleberger argued, 
increases in American imports tend to provoke greater increases in exports, 
(he opposite result would seem to rollow when imports decline, i.e., a decline 
in American imports should provoke a greater decrease in exports and thereby 


mi. or a Suggested explanation of that pattern, see my paper, “The Mechanism of Ad- 
istment of the American Balance of Payments: 1919-29,” Quart. Jour. Econ., Vol. LVII 
1942-43), pp. 363 ff. 

ag leed, Kindleberger himself haltingly admits that his statistics might merely reflect 
ie elects of alternate rising prosperity and depression in the United States” (op. cit., 
His attempt to show, via the composition of Argentina’s imports, that the 1935-37 
oom in that country was accompanied by some induced investment is quite irrelevant for 
“is argument. The really relevant consideration would have been whether or not that 


large enough (relative to saving) to bring about an overcomplete ad- 


y case, Argentina’s foreign trade in these years was subject to so many highly 
a that I would consider the episode almost worthless for purposes 
the validity of this argument. See, e.g., V. Salera, Exchange Control and the 


Argentina Market (New York, 1941), Chaps. 6 and 7. 
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tend to bring about a dollar “surplus.” To be sure, I was aware that the 
relationship need not necessarily be symmetrical for upswings and down- 
swings, but it seemed to me that the burden of the proof as to why this 
was not so rested with Kindleberger. In his communication he now argues 
for the irreversibility of his argument on the ground that “it is possible to 
regard the demand for commodities in international trade as elastic with 
respect to increases in income and inelastic with respect to decreases,” and he 
refers to the fact that “luxuries have a habit of becoming necessities” (op. 
cit., p. 494). What I presume Kindleberger means is that whereas the 
marginal propensity to invest in foreign countries is characteristically in 
excess of the marginal propensity to save in periods of rising income, so that 
there is a tendency towards overcomplete adjustment to increases in foreign 
exports to the United States, the reverse is true in periods of declining in. 
come, so that there is only an incomplete adjustment to decreases in such 
exports.*® But, in any case, evidence for this alleged asymmetry is not forth- 
coming. 

Even if one granted the general validity of Kindleberger’s contention that 
increases in American imports typically tend to provoke greater increases 
in exports—which I do not—it would be an entirely different matter to 
conclude, as he does, that this sequence provides a theoretical explanation 
for the alleged tendency toward a chronic world shortage of dollars. I would 
argue that before such a conclusion could be reached additional—and again 
I submit, special—assumptions would be necessary. But this involves a {ar 
more fundamental problem that lies outside the scope of this note.’® May | 
suggest only that before talking of chronic dollar shortages one might do 
well to examine much more closely the concept of “dollar shortage” itsel!. 
In this connection Kindleberger might want to reconsider his own bald 
definition of a dollar shortage as the existence of a surplus in the American 
balance of payments on current account." 

I hope that the foregoing remarks do not constitute an abuse of Professor 
Kindleberger’s amiable offer “to negotiate on a generous basis” with an) 


critic who contends that he exaggerated the importance of his argument. 
ArtTHuR I. BLOOMFIELD 


*See also op. cit., p. 493, n. 12. I might be inclined to agree that adjustments to in 
creases in exports tend to be more complete than adjustments to decreases in exports 
But this is not the point that Kindleberger is presumably attempting to prove (or, ratner, 
should prove). 

” For some recent suggestive contributions to this problem, see the articles by G. Haber 
ler, T. Balogh and P. A. Samuelson in Foreign Economic Policy for the United _— 
ed. by S. E. Harris (New York, 1948), pp. 426-45, 446-89, and 406 ff.; H. S. Ellis, “The 
Dollar Shortage in Theory and Fact,” Canadian Jour. Econ. and Pol. Sci., Vol. xI\ 
No. 3 (Aug., 1948), pp. 358-72; F. D. Graham, “The Cause and Cure of ‘Dollar 
Shortage,” Princeton Essays in International Finance, No. 10 (Jan., 1949); J. Tinbergen 
“Observations sur le Probleme de la Rareté du Dollar,” Rev. d’Econ. Pol., Vol. LVI 
No. 1 (Jan.-Feb., 1948), 36-56; and S. E. Harris, “Dollar Scarcity,” Econ. Jowr., Vol 
LVII (June, 1947), pp. 165-78. 

™See Postwar Economic Problems, p. 379. 

* The author is chief of the Balance of Payments Division of the Federal Reserve Bank 
of New York. 
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Rejoinder 
I am disposed to accept Dr. Bloomfield’s plea of non mea culpa in the 
matter of the Bloomfield-Enke-Salera contention that it is impossible for a 
intry to overcompensate in response to an increase in its exports and end 
on with port surplus. I trust he will make a satisfactory settlement 
sth Messrs. Enke and Salera whom he has tossed to the wolves. I would, 


ver, ask for dismissal of his countercharges of unfairly eliding assump- 
ns and inelegance on the grounds of irrelevancy. 

[wo possible issues remain—one of logic, the other of experience. Dr. 
yon contention that logic runs in favor of a presumption that all 
propositions are symmetrical cannot be accepted. I know of no authority for 


this bizarre bit of reasoning. Asymmetry at one level, moreover, may be 
symmetry at another level. If in the short run a country may spend more 
than its increase in earnings, there is no reason that it should save more 
when its earnings decrease, although this result is possible. It may be, more- 


ver, that an explanation of the dollar shortage of some considerable gen- 
erality may be found—if not alone in the tendency of certain other countries 


to overcompensate with respect to increases in exports—in this, in a tendency 
) undercompensate with respect to decreases and in opposite tendencies in 
the United States to undercompensate in respect to increases in exports and 


vercompensate with respect to decreases. In this explanation there is no 
ymmetry within or between countries; but the over-all model is as sym- 
metrical as anyone might wish. 

I am not disposed to debate the facts with Dr. Bloomfield. I have 
acknowledged the difficulty of verification, although I do not go all the 
way with Dr. Bloomfield, who appears to despair of empirical testing of any 
proposition in this field. I cannot, however, accept the proposition that, be- 
cause more th ‘eoretina models have been built by scholars with a tendency 


to under rcompensate than with the opposite tendency, there is a strong argu- 
ent in aoe of the prevalence of this tendency. Without claiming that this 
makes Dr. Bloomfield “it” in the game of “burden-of-proof” tag, I suggest 
e might look into the Latin American experience of 1946-48 to see how 
arge dollar deficits can be developed under the stimulus of expanding 


| 


t sales to the United States; or into the nineteenth-century experience 
0: Britain’s debtors who borrowed more in prosperity when their exports 
se; or into the history of corporations which have grown prosperous by 
201 ng int U debt. 


C. P. KINDLEBERGER* 


* T} ‘ . 
The author is associate professor of economics at Massachusetts Institute of Tech- 
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Libertarianism at Bay 


Said Frank D. Graham to Barbara Ward: 
“Your economics are deplored. 

Your deficit to evaporate 
You merely need depreciate.” 


Said Barbara Ward to F. D. G.: 

“The trouble seems more deep to me. 
I don’t believe the fix we’re in 

Comes purely from original sin.” 


In writing this note, the author has no intention of restating why he 
believes Barbara Ward’s The West at Bay to be on balance a good book, 
in the face of Mr. Frank D. Graham’s conviction that it is “a subtly danger- 
ous and a highly subversive one.”* The author is sympathetically predisposed 
toward Mr. Graham’s liberal premises and is in agreement with many of his 
specific criticisms. But he is in radical disagreement with Mr. Graham's 
perspective and therefore with his conclusions. The purpose of this note, 
then, is to question the manner of Mr. Graham’s review and to express a 
doubt whether, despite the self-assurance of his attack, he may have missed 
the main points of Miss Ward’s essay. 

There has emerged in recent years a new fashion of egregious rudenes: 
among self-styled “libertarians,” who castigate the heretics with such vigor 
as to cast doubt on the libertarians’ confidence in the weight of their logic. 
In Great Britain, this fashion has been so perfected in the postwar years 
that it threatens to replace constructive economic criticism by mere dialectical 
sniping. From the observer’s point of view it is often fun to watch the pyro- : 
technics. But it hardly befits the aspirations of a fledgling social science to 
treat other earnest searchers for truth in the manner of Lysenko’s disciples 
driving Mendelians from the temple. Nor can the easy victory of the trol: 
argumentum ad blurbum be expected to carry much weight with an audience layr 
more interested in the content of a book than with the encomium on its awa 
jacket. men 

It might be argued that the libertarian onslaught is not intended to ad- as e 
vance economic understanding or the state of the science among professionals, taris 


but is rather directed toward the makers of public policy, or even more men 
broadly toward public opinion in general. If this is the case, the Hayek- and 
Mises-Jewkes-Graham manner (the list does not pretend to be exhaustive) man 
hardly seems well designed to its purpose. Anyone with the merest nodding alloy 
acquaintance with the professional literature knows that the supposedly A 
self-evident truths and indisputable verities of the libertarians are hotly dis- that 
puted among the “experts.” The layman also observes that in the real world and 
such problems as inflation control, the maintenance of high employment, the indes 
provision of reasonable economic stability for agriculture, and the achieve: make 
ment of equilibrium in international trade without intolerable reductions '" ao 


impr. 


1See this Review, Vol. XXXIX, No. 2 (March, 1949), pp. 548-53. It should be noted, see 


incidentally, that neither Mr. Graham nor I had seen the other’s review prior to publication 
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ing standards or politically impossible readjustments in internal economic 
ationships in various countries, do not in fact give way to easy panaceas. 
In n consequence, while the layman’s first reaction to the libertarian prescrip- 
‘ion may be enthusiastic—since a dose of freedom would satisfy one of his 
deepest yearnings—he is likely on more sober reflection to wonder if the 
excess of heat in the libertarian writing does not conceal an absence of light. 


The most remarkable single statement in Mr. Graham’s review is his as- 


sertion that “the ‘dollar crisis’ . . . is now (and, perhaps, always was) solely 
4 matter of discrepancy between the controlled external (exchange) value 
‘the pound sterling, and other European currencies, and their (lower) in- 
ternal values” (p. 552). It is really breath-taking to see Europe’s postwar 
economic problems disposed of so neatly and casually. There is no hint of 
the difficulties imposed by the loss of prewar overseas investments, by the 
wartime destr — of plant and equipment and merchant shipping, by the 
years of capital depletion, by the disappearance of Germany from the Euro- 


pean economy, y, by the drawing of the economic iron curtain across the heart 
f Europe, by the changed position of the former colonial areas, by the 
adverse shift in the European terms of trade. There is no concession whatever 
unless it be in the little word “perhaps”) to the view that in many of the 
European countries dollar imports have been reduced to minimum tolerable 
limits by direct controls and that exports have until recently been as great 
s could be supplied in view of the war-induced dislocations, so that in the 


short run devaluation would merely have created added internal inflationary 
pressures and worsened the terms of trade. There is no recognition of the 
extreme uncertainty regarding import and export elasticities of demand. 


The almost unanimous consensus of those with responsibility for interna- 
nal financial policy over the last few years cannot be effectively disposed 
{ by references to “the tradition of Hjalmar Schacht, Thomas Balogh and 
bullionists,” who may be assumed to have a liking for nationalist con- 
rols for their own sakes. The fact is that most of the responsible officials, 


iaymen and economists alike, would have liked nothing better than to whisk 
away the European economic problem with a few neatly contrived adjust- 
ments in exchange rates. The libertarian views are of little moment so long 
as everyone recognizes that the whole world is out of step except the liber- 
tarians. There may be some disadvantage for the profession, however, if lay- 
men are led to believe that the libertarian dogma is shared by all economists, 


and there is always the more serious, if less probable, danger that a lay- 
nan in high office might actually follow the libertarian prescription un- 


\ few words are in order, finally, on Mr. Graham’s patronizing comment 


that Miss Ward “writes most engagingly, that her heart is in the right place 
and that, when she does not get beyond her depth, she swims very prettily 


indeed.” Miss Ward’s book is not addressed to professional economists and 
makes no pretense at being an essay in technical economics. It is guilty of 

umber of economic “howlers.” Its prescriptions of policy would be greatly 
mproved by a sounder technical substructure. But the policy issues of Euro- 
pean integration are not exclusively or even primarily economic ones. Miss 


Ai 
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Ward’s argument draws its greatest strength from its historical, political, and 
moral foundations. Human society has many dimensions. The economic 
dimension has been better analyzed than most as a matter of intensive ra 
tionalization from narrow abstractions. The motivations of peoples and the 
policies of nations, however, do not lend themselves to such abstractions and 
there is ample evidence that they are moulded by other factors as much as 
or more than by the “purely” economic ones. It takes unusual audacity tp 
be certain that, desirable though it be, a full appreciation of the principle 
of comparative advantage is more relevant to the problem of European in- 
tegration than an understanding of the moral foundations of western civiliza- 
tion. One can hardly escape the conclusion that Mr. Graham’s swimming 
suffers from a failure to understand which way is down. : 
LINCOLN Gorpon* 


* The author is professor of government and administration at Harvard University. 
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Frank Albert Fetter 
1863-1949 


With the death of Frank Albert Fetter the great company of American 
economists has suffered an irreparable loss. The prcfession of economics has 
crown mightily in numbers and influence in the half century of Professor 
‘etter’s fruitful participation, but it is the paradox of human progress that 
loss of a single creative mind cannot be balanced by numbers, knowledge, 
erity. Rather, new creative minds must arise to the new challenges 
y, drawing not so much upon accumulating evidence for strength, 
t upon the personality and inspiration of those rare souls who in their time 
ugh to recognize truth. 
facts of Professor Fetter’s richly productive life are readily available. 
is eightieth birthday, two of his colleagues prepared a comprehensive 
for the record.’ It seems fitting, therefore, now that he has completed 
irse, to comment on those elements of personality and character which 
be reflected in the creative leaders of our profession if it is to serve 
inkind in attaining peace and well-being. 

Professor Fetter was a friend to all who knew him. He early learned the 
t that there is no limit to the richness of one’s loyalties. A devoted son, 
nd, and father, his gentleness and understanding made the circle of his 
lace of happiness and peace. 
eighbors, colleagues, and students, his sincere interest in each in- 
is sensitivity to another’s feelings, problems, and aspirations made 
e friend to an ever-widening circle of people, young and old. Slow to 
juick to understand, he helped others by wise counsel, seasoned 
ver-failing humor. With clear perception he aided all who came to him 
suidance to see their problems in the perspective of mature judgment and 
y established values. 

From the deep insight into human personality gained over the years as a 
end and counselor, Professor Fetter attained a penetrating understanding 
oth the individual and the community. Before the approach of social 
chology was under way, he was ever probing the motives and reactions of 
udividuals and of groups of individuals forming complex societies. He was 
neerned in what actually took place and not in forcing behavior into a 
pre-determined mold. He tested his conclusions against those arising in the 
new discipline of psychology but his Hoosier common sense kept him from 
Seing swept away by the enthusiasms of younger pioneers. 

Professor Fetter possessed that hall mark of greatness—simplicity. He was 
pproachable to young students and great scholars, to the messenger boy and 
‘te president—to anyone in need. He had the capacity of reducing clouded 


and complex issues to manageable form, often with a touch of pungent humor 


imerican Economic Review, Vol. XXXIII, No. 1 (Mar., 1943), pp. 230-35. 
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that lessened tensions and encouraged objectivity. He had no love for com- i 
plexity for its own sake. Rather, he sought to trim out the confusion of over. y 
worked pedantry and expose the essential thesis to analysis. t 

Professor Fetter was never over-awed by man-made authority. He re- ‘ 
belled against the classical economics of his student days and sought to get . 


closer to the workings of the human mind. To him the “economic man” of 
earlier analysts was a barrier to the deeper understanding of the motives and 
restraints in human behavior. He thought things through for himself. Thor. 
oughly read in the literature of his field and in the great classics of human 
thought, he did not permit others to do his thinking for him. It was, perhaps, 
a blessing that he spent eight years in business before he commenced his pro- 
fessional studies. His guiding rule was: doctors differ—work out your own 
conclusion. 

His love of simplicity and his unwillingness to accept time-honored author- 
ity led Professor Fetter into the revision of the whole theory of economi: 
distribution. He was not satisfied by separate, mechanistic explanations, but 
sought an integrated scheme. He believed that this essential scheme, like most 
great truths, would be simple, unitary, and consistent. In this he had the 
sense of dedication of the inspired scholar, whether scientist or humanist, 
who believes in his soul that God’s ways are profound, but never arbitrary 
The results of his analysis are still subject to debate. He would be the first 
to accept this outcome. But he opened new highways into the unknown con- 
tinent of economic theory, and rekindled interest in pushing out the frontiers 
of knowledge. 

As a teacher, Professor Fetter taught not by precept alone, but by the 
example of his devoted love for truth. He taught men rather than materials, 
and stimulated his students to seek wisdom and to challenge error. His stu- 
dents soon learned that the marshalling of past authority was insufficient to 
establish any point, and that the proof must arise from one’s own under- 
standing and reasoned analysis. His teaching was not a passing on of pre- 
digested truth, but an encouragement, by high example, sustained interest, 
and warmth of common understanding, of the student’s search for knowledge. 
To his former students Professor Fetter will always stand, above all, as a 
guide, counselor, and friend rather than as an exponent of catalogued material. 

Throughout his life Professor Fetter was ready to fight courageously for 
truth as he saw it, at the sacrifice of security, comfort, and health. He was 
ready to take the harder course of the pioneer and to resist the spiritual 
corrosion of easy conformance. Although tolerant and understanding of dif- 
ferences of taste, he opposed with great intellectual vigor and incisiveness any 
departure from the highest standards of scholarly integrity and independence. 

But neither scholarship nor teaching alone could satisfy Professor Fetters 
sustained urge to improve man’s estate. In his earlier years he aided many 
welfare agencies. He worked for international peace, for the improvement 
of slum housing, for the institutional care of the sick, and for the improved 
education of young people in public schools and in correctional institutions. 
As time passed, he centered his interest in the great threat of monopoly as a” 
undermining force in a free society. In this his deep understanding of economic 
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forces and his dedication to the public welfare joined to make him a powerful 
and fearless enemy of confusion and selfish interest. He saw more clearly 
than any other the growing dangers of the concentration of economic power 
to the freedom of the individual. Long after most men leave the battle to 
another generation to carry on, his devotion to the cause of the individual— 
his freedom and dignity—kept him in the fight against error and ignorance 
in high places. He spent his last energies in that fight. He died a valiant 
soldier in the cause of truth. 
J. Doucias Brown 
Princeton, New Jersey 


BOOK REVIEWS 


Economic Theory; General Economics 


Introduction to Economic Science. By Grorcr Sours. (New York: Viking. 
1948. Pp. 154. $2.50.) 


This book represents a valiant attempt to describe macro-economics in 
elementary fashion. It succeeds on the descriptive side but falls short of the 
mark in its analytical efforts. The reader learns a great many interesting facts 
and figures but is given inadequate guidance in utilizing them. In view of 
the title, it is also necessary to add that this book does not provide an adequate 
introduction to either the scope or method of modern economics. It does, 
however, raise or rather provoke some important questions of analysis. For 
this reason, more space is devoted to this review than the importance of the 
book itself would warrant. 

The opening chapter is directed against the “classical theory.” It is now 
widely agreed that both the Keynesian and classical systems can make their 
contribution to the understanding of economic problems. Yet Soule devotes 
his entire first chapter on “Economic Fundamentalism” to a condemnation 
of the classical school. 

Soule points to five fallacies of the fundamentalists: the fallacies of “con- 
cealed premises,” “missing quantities,” “omitted factors,” “separate pieces,” 
and the “fallacy about human behavior.” In his discussion of concealed 
premises, Soule makes the customary attack on ceteris paribus analysis. How- 
ever, his proposal, as indicated in the rest of the book, is merely to substitute 
aggregative analysis, making use of national income and a few major com- 
ponents. This is a desirable emphasis but Soule fails to realize that national 
income analysis may be just as dependent on ceteris paribus assumptions as 
is the partial equilibrium analysis attacked by Soule. If we restrict ourselves 
to just a few broad aggregates, we cannot analyze the effects of, say, an 
increase in governmental expenditures, unless we make numerous celeris 
paribus assumptions respecting individual propensities to consume, invest, 
import, etc., and exogenous changes in every component of national income 
or forces affecting it, except the ones immediately under discussion. These 
are thorough-going assumptions and the mere fact that they can be stated 
briefly should not mislead us—as it has apparently misled Soule—into believ- 
ing that somehow we have magically allowed everything to vary at once 
while we carry on our analysis. If the alternative he proposed were either 
the Walrasian general equilibrium system or the modern econometric adapta- 
tions of either the Leontief or Tinbergen-Klein variety, it would be worth 
while taking his criticism seriously. These alternatives do reduce the necessity 
of ceteris paribus assumptions. Soule does not, however, propose these 0! 
even indicate that he is aware of them. 

For many problems, ceteris paribus analysis may be used profitably. The 
fact that not all assumptions are stated explicitly, a matter which troubles 
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Soule ereatly, must also be examined before wholesale condemnation is 
; ere are actually thousands of assumptions involved in any analysis. 
Mi + of them are never stated because they are taken for granted by reader 
nd writer: assume that there will be no major national calamity; assume 
sat people will not become vegetarians; assume that traders on the stock 
market wish to make a profit; etc. Any one of these assumptions might sud- 
become unrealistic and the analysis will then be alleged to contain 
jidden” assumptions. Nowadays we often preface our analyses with some 
explicit assumption about war but in the halcyon ’twenties there was no need 
to mention this eventuality. The assumption was implicitly there neverthe- 
less. The deliberate hiding of a relevant and important assumption whose 
reality is known to be controversial is, of course, to be condemned; the mere 
‘ailure to undertake the impossible task of listing all the innumerable 
conditions which are generally taken for granted must often be condoned as 
a necessity. Soule’s superficial condemnation of ceteris paribus analysis 
; unfortunately shared by many professional economists—until they try 
analyze an economic problem themselves. The econometricians have a 
rkable substitute to offer but until their methods are more widely known 
hall | to proceed as before with ceteris paribus assumptions and the 
iccessive approximations to reality. 
s discussion of the other “fallacies” is subject to similar qualifica- 
on methodological grounds. His emphasis on the significance of the full 
lov t assumption of the fundamentalists is well placed and the limited 
licability of their conclusions is clearly indicated. The resulting con- 
tion of their entire system is, however, unwarranted. Now that we 
‘ull employment and its inflationary problems, we are beginning to 
preciate the keen insight which many fundamentalists have displayed. 
Those students who have not otherwise become familiar with national 
ncome estimates might profitably be assigned the chapter on that subject, 
Keeping Books for All the People” (Chap. 2). The chapters on “The Na- 
tional Income as History” (Chap. 3) and “The Gains in Production” 
ha] so provide interesting summaries of factual data from studies 
he National Bureau of Economic Research. These three chapters are 
marred, however, by the fact that references are made to both Kuznets and 
mmerce estimates without an indication of the definitional differences 
between them. Moreover, the exposition of Stigler’s interesting 
rk on capital-productivity and labor-productivity (pp. 56-58) is not very 


h exist 


nost valuable chapter in the book—from a descriptive point of view— 
e one on “Budgeting for the Whole Economy” (Chap. 6). This contains 
explanation of the nation’s economic budget as presented in the Economic 
ports of the President. Teacher and student can profitably read this 
“hapter. Economists who have not as yet become acquainted with the useful 
“acto-economic device of the national economic budget will find that this 


‘pter provides a convenient means of doing so. Undergraduate or graduate 
“scents at any level might be assigned this chapter instead of, or as an 


‘htrocuction to, the President’s Economic Reports. 
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One could wish that Soule’s interpretation of the nation’s economic budget 
were less mechanistic and that the author were less ready to reach major 
conclusions on policy with little or no analysis. The argument for contro! 
of prices, wages, salaries, and rents is presented in a few simple sentences, 
‘‘Nevertheless, one of the most important gates at which to control the 
flow of spending was that of consumers. One obvious way to keep this gate 
from opening wider was to retain price control. For if consumers did not 
pay more for each unit, their spending could not increase, unless there should 
be more goods to buy. But suppose their incomes did increase. What would 
they do with the extra money? Clearly they would have to save it. And, in 
that case, it would probably be invested at home (that is, spent for capital 
goods) or invested or given abroad, thus increasing the spending of foreigners, 
Even aside from black markets which may make price control more or les; 
ineffectual, incomes as well as consumer spending must be limited if total 
demand is to be limited. Therefore, it was important not only to have 
price control, but to limit rises of wages and salaries and to control rents” 
(p. 80, italics added). Here we have in quick succession statements that (1) 
increased income will be saved, (2) the savings will probably be invested, 
(3) black markets may make price control ineffectual. If the author is 
certain of (1), what will be the cause of (3)? Can we say that (2) will 
“probably” occur? There is lacking an analysis of inter-relationships and a 
review of some of the other relevant possibilities, such as purchase of govern- 
ment bonds, repayment of private debt, spill-over to uncontrolled activities, 
and many others. The significance of fiscal pressure is discussed on the next 
page, after the conclusion on price, wage, and rent control is reached. In 
the discussion of fiscal pressure, there is emphasis solely on the dollar magni- 
tudes of expenditures and revenues: “The critical item here is the difference 
between government receipts and expenditures that is, the cash surplus’ 
(p. 81). One would not expect a detailed consideration of the qualitative 
aspects of taxation and expenditures in a short book of this sort but there 
should at least be some recognition of the fact that such qualitative aspects 
are of importance. 

The concluding section of this chapter, entitled “What Happened in 1947,” 
illustrates the dangers of making a causal analysis of a past period merely 
on the basis of limited ex post data pertaining to that period. Figures are 
given for 1946 and 1947 on consumers’ disposable income, consumers’ expenti- 
tures, business surplus income (undistributed profits and reserves), business 
investment, net foreign investment, government receipts and payments. 
Confining himself solely to this information, the author finds, “The increase 
of investment which occurred was financed not out of larger savings by indi: 
viduals, but out of larger undistributed profits” (p. 83). This conclusion 's 


reached merely by comparing ex post savings with ex post investment. As inter 
far as these limited data go, the firms which undertook the investment (1 indu: 
break-down is given between capital goods and inventories) may have been and | 
financed by the banks while the firms which saved may not have made any Worl 


investment in capital goods or inventories. The fact that saving must a Keyr 
investment, ex post, does not tell us how the investments were actually space 
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ananced.” The effects of credit expansion on the:income categories are 
implicit in the national economic budget but the amount of credit expansion 
does not appear explicitly in the budget. 
The chapter on “Ups and Downs of Business” (Chap. 5) is confined 
almost entirely to a summary of the Mitchell-Burns volume. Soule dismisses 
other work on business cycles with the statement: “As more attention began 
to be paid to the problem, a host of explanations was offered for the per- 
sistent rhythms of business activity. It would require a long book to sum- 
marize the many varieties of business cycle theory. But such a book would 
be more confusing than enlightening, since most of the explanations advanced 
have been based on guesses, partial observations, emphasis on one or two 
factors which overlooked the rest. Many of the theories are mutually incon- 
sistent; some of the better ones fit some of the facts, but none fits all of 
them” (p. 62). After this broadside, one would at least expect a theory 
which fits all the facts. None is forthcoming. 
In the matter of forecasting, the author exercises commendable caution: 
“Any forecaster who bases his predictions on a definite or average length of 
the cycle, or in any other way assumes that it is periodic in the sense in 
which movements of astronomical bodies are periodic, should be scientifically 
suspect” (p. 65). Later he says, “This does not mean that forecasting is a 
hopeless task. But it is by no means a mechanical one, to be performed 
by some simple trick, like noting a weather sign. We may hope eventually 
to achieve perhaps as high a percentage of success as the weather man, and 
by as complex methods. Good forecasting would involve, first, an inspection 
of forty or fifty statistical series to make up one’s mind where we stood in 
a given cycle, and then the use of shrewd judgment about other factors” 
(pp. 66-67). Such humility, always desirable, is especially so in view of the 
limited coverage of business-cycle analysis evidenced by this chapter. 
The least satisfactory chapter in the book is the one entitled, ‘(How 
Money Appears and Disappears” (Chap. 7). The explanation of reserves 
and of the function of legal reserves is confused and inadequate. There is 
no explanation of how credit expansion is accomplished through individual 
banks to the banking system as a whole. Suspicions of confusion are con- 
irmed by such statements as, “It (the member bank) can then borrow 
from the Federal Reserve Bank in order to lend more to its own customers. 
The maximum amount it can borrow is of course limited by the size of its 
reserve” (p. 92). Since lending to customers will increase deposit liabilities and 
‘Aus reserve needs, it is hard to tell just what the author has in mind here. 
In his three concluding chapters, “Private Enterprise in Fancy and in Fact” 
(Chap. 8), “Planning for Employment” (Chap. 9) and “The International 
Income” (Chap. 10), Soule presents additional factual information that is 
interesting and valuable. Among the subjects covered are: concentration in 
industry, the managerial control of enterprise, the Employment Act of 1946 
and the President’s Council of Economic Advisers, the Monetary Fund, the 
MN orld Bank and the International Trade Organization. The discussion of the 
Keynesian theoretical system is generally satisfactory, considering the small 
‘pace devoted to it. The by-passing of the interest rate and the misconception 
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of “hoarding” in the following statement, however, leads one to suspect some 
confusion in the author’s mind: “ ‘Liquidity preference’ means the preference 
people with savings may sometimes have to keep their money in cash rather 
than invest it. This, when it comes into play, naturally decreases investmen; 
(Keynes held that society as a whole could not hoard money; if money was 
not spent or invested, it would, as a whole, disappear. For the cash one 
person failed to spend would diminish by that much some other income” 
[pp. 106-7]). Some confusion in the understanding of the effects of exports 
on the national income is also apparent. Referring to the fact that a positive net 
foreign investment appears as a negative item in the nation’s economic budget. 
he says, “The item is a minus one in the budget because we supplied this part 
of our product without getting anything currently in return. This accord; 
with the fact that an export surplus is a subtraction from the income of the 
country that sends abroad more than it receives, though on grounds of policy 
it may sometimes be desirable” (p. 137, italics added). 

There is appended a convenient bibliography of about twenty items con- 
sisting mainly of the works summarized in the text. 

This book is apparently intended as an “answer” to Hazlitt’s Economics in 
One Lesson. Some of the well-known elementary textbooks in economics, {or 
instance those of Boulding, Morgan, Samuelson and Tarshis, do contain a su(i- 
cient explanation of macro-economic analysis to provide a basis for an 
effective “answer.” The present book does not. It contains relevant factual 
material and makes frequent allusions to the appropriate theoretical system, 
but it does not provide the reader with a way of thinking about (as opposed 
to a way of describing) national economic problems. As indicated above, 
several of the chapters are well worth reading. The book as a whole can- 
not, however, be recommended as an introduction to a college course in eco- 
nomics. Its influence on laymen and politicians should generally be salutary 
in that it argues convincingly for the value of economic statistics and for a 
continuance and expansion of the work of the President’s Council of Eco- 
nomic Advisers. 

Haroip M. Somers 


The University of Buffalo 


History of Economic Doctrines: An Introduction to Economic Theory. By 
Epuarp HeImMann. (New York: Oxford Univ. Press. 1945. Pp. ix, 263.) 
Considering the brevity of his book, Professor Heimann gives a remarkable 
presentation and interpretation of the leading ideas of economic theory from 
Aristotle to J. M. Keynes. His volume presupposes no previous training 
economics and it can be read with profit by beginners who want a “shor! 
course” in economic doctrine. The book is also useful at a more advance’ 
level because of numerous provocative insights and because of the self 
conscious attempt to apply a distinctive approach to the history of economic 
thought. The point of view is modern in the sense that earlier theories at 
interpreted in the light of recent views of saving, investment, interest, mon¢), 
and economic fluctuations. The style is simple, non-technical, and lucid. 
Professor Heimann’s book is an essay rather than a treatise. The purpo* 
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is “to show the inward logic, revealed in retrospect, of the 


of the essa 
levelopment of modern economic thinking and thereby to place the study 
of economic theory in its proper setting” (p. v). Economic theory is defined 


as the discipline which has been associated historically with the problem of 
the allocation of scarce resources in a free-market economy. The adjective 
“free” is used in a technical sense to designate an economy in which no 
central authority exercises control over the hierarchy of needs and the alloca- 
tion of scarce means. The task which economic theory set for itself about two 
hundred years ago was “to discover and analyze the hidden law of co- 


ordination and integration in a free economy” (p. 9). 


Although Professor Heimann conceives economic theory narrowly as a 
purely technical branch of knowledge concerned primarily with the value 
problem, he provides a comprehensive setting for explaining its historical 


evolution. Since his approach appears to be the main contribution of the 
volume, I shall attempt to explain it. This involves difficulties because 
Professor Heimann himself has not given a clear presentation of his ap- 
proach, and his failure to do so is the chief shortcoming of his book. His 


thesis seems to be that the method employed by an economist determines 
the results of his theory. Three main elements enter into the choice of 
method: (1) the pervading spirit of the age, or what Heimann calls “the 
forms of man’s understanding of himself,” examples of which would be 
supernaturalism, naturalism, and historicism; (2) the general techniques of 
analysis, the most important divisions of which stem from the circular flow 


theory of Quesnay and the price analysis of Adam Smith; and (3) the 
position of the theorist in relation to the class struggle and group conflicts of 


his time. In taking this view, Professor Heimann rejects on grounds of 
inadequacy the approach which interprets the history of economic theory 
primarily as a gradual improvement and refinement in the tools of economic 
analysis (Schumpeter), as well as the approach which sees economic theory 
primarily as the rationalization of class and group interests (Marx, Roll, 
Myrdal). He acknowledges truth in both these points of view and to a 


cegree incorporates them into what he considers a more comprehensive inter- 
pretation of economic doctrines. 

In the age in which economic theory in Professor Heimann’s sense arose, 
inderstood himself in terms of a philosophy of the natural harmony of 
the uni erse, and from this was derived the idea of a “natural’’ economic 
orcer. Thus the eighteenth-century conception of nature as rational and 
pountiiul is said to account for the optimism of Adam Smith. Although 
allegiance to a natural order continued into the nineteenth century, the 
newer view interpreted nature as irrational and niggardly, and in terms of 
this Professor Heimann explains the pessimism of Malthus and Ricardo. 
The shift in the nineteenth century from natural science to history as a 
methodolog cal guide in man’s understanding of himself enabled the socialists 
to blame social institutions rather than human nature for the evils of society 
‘nd opened the vista to revolutionary programs of social reconstruction. 
Quesnay and Smith were both products of the same age and both believed 


in the tendency of the world toward pre-established harmony, but they did 
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not employ the same techniques of analysis. Quesnay’s circular flow theory js 
modeled after laws governing biological organisms, which are subject to 
functional disturbances. From this beginning there developed the modem 
theories of functional disturbance, i.e., of economic fluctuations. The {0. 
lowers of Adam Smith modeled their principles of economics along mechani. 
cal lines, which, according to Heimann, made it impossible for them t» 
develop a theory of functional disturbance and economic crisis (p. 92). }; 
may, however, be observed that Malthus’ ability to break away from the 
mechanical price theory of the classicists to a type of circular flow theory 
suggests that method may be less of an independent variable than Professor 
Heimann contends. 

Although Professor Heimann considers class and group bias in explaining 
economic theories, the handling of this aspect of his approach is such as to 
minimize its importance. To take one example, his discussion of Ricardo 
completely ignores the vital role of the corn law controversy in shaping 
Ricardo’s theory of distribution. Professor Heimann is eager to exonerate 
Ricardo from the charge of being an apologist for capitalism, and rightly so, 
although Ricardo’s intellectual integrity hardly needs defending. It would 
have been enlightening, nevertheless, to have noted that Ricardo’s advocacy 
of repeal of the corn laws was a program favored by industrial capitalists and 
opposed by the land-owning interests. As Wesley Mitchell has pointed out, 
Ricardo’s theory of distribution gave theoretical expression to the practical 
question whether “the power of the state should be used to maintain the 
high incomes of the farmers and landlords, or whether the import duties 
should be reduced to safeguard the interests of manufacturers and merchants” 
(Trend of Economics, pp. 5-6). 

A disturbing aspect of Professor Heimann’s approach to the history oi 
economic doctrine is the failure to deal systematically with the criteria of 
validity of economic theories. He states at one point, “There is, then, no 
way of avoiding the uncomfortable conviction that . . . the propositions o! 
economics are unverifiable and irrefutable” (p. 20). Literally interpreted, 
this means that economics cannot hope to be a science since confrontation 
of theory with the facts of experience is the prime requisite of scientific 
inquiry. One wishes Professor Heimann had given more consideration to the 
nature of the appeal to facts in testing the validity of economic theory. In 
forthcoming posthumous volume on the history of economic theory the late 
Professor Rogin develops the thesis that the appeal to facts in economics 
cannot be made directly from formal theory, but must be made indirectly by 
appealing to facts through practice, that is, through the practical policies 
associated with a theory. - 

In part, Professor Heimann avoids the problem of validity by defining 
economics as a purely technical branch of knowledge, thus removing que 
tions of policy from economics and placing them in the realms of politics 
morals, and philosophy. Since economics is essentially formal, it tells us 
nothing about the relative merits of various institutional practices. Viewe® 
in this manner, there is, for example, no economic issue between capitalism 
and socialism—the issue is not even political according to Professor Heiman», 
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but moral (p. 176). By shunting nearly all important questions of policy 
into other fields, economics is reduced to an insignificant role in the affairs 
of men. Economists who wish to say anything about policy do so not as 
economists but as moralists. 

In spite of shortcomings, Professor Heimann has made a valuable contribu- 
tion to the literature on the history of economic doctrine. 

DuDLEY DILLARD 
Columbia University 


Einfiihrung in die Wirtschaftstheorie. 1. Teil, Theorie des Wirtschaftskreis- 
laufs. By Ertcu SCHNEIDER. (Tiibingen: J. C. Mohr [Paul Siebeck]. 
1947. Pp. vi, 82. RM. 3.) 

Taking advantage of the fact that the theories of price, money, business 
cycles, public finance, and business economics have recently been integrated 
into a unified, comprehensive economic theory, Professor Schneider has under- 
taken the task of presenting a new Einfiihrung in die Wirtschaftstheorie 
(Introduction to Economic Theory) in three volumes. The first volume, en- 
titled Theorie des Wirtschaftskreislaufs (Theory of the Circular Flow in 
the Economy) is now before us. Volume Two will treat of the Theory of 
the Economic Plans of Households and Firms; Volume Three, of the Theory 
of General Equilibrium, Money and Employment. 

Professor Schneider emphasizes that we cannot understand economic proc- 
esses if we stop at the visible, objective manifestations of economic conduct; 
and that we must go back to the individual economic plans (of households 
and firms, and sometimes governments) which are behind them. Yet, the 
theory of the individual plans is postponed for the second volume. In this 
organization, in devoting the first part of his work to aggregative analysis, 
Professor Schneider follows the example of recent English and American 
economic texts. 

Making the twofold distinction between production plans and consumption 
plans, and between plans freely made by individuals and plans made by 
central authorities, Professor Schneider, in the first chapter, sketches four 
“pure” types of economic systems, and then proceeds to the analysis of the 
ree-exchange (individualistic) economy. In the second chapter he shows how 
the financial statements of individual households, firms, banks, and govern- 
ments can be consolidated in a “national wealth” account for the economy as 
a whole. 

The core of Professor Schneider’s analysis is in the next three chapters, 

( a with the economic process in a closed economy without government 

activity (Chap. III), in an open economy without government activity 

(Chap, IV), and in a closed economy with government activity (Chap. V). 

These are, in the main, variations of the Keynesian themes that Saving 

equals Investment (Chap. III), that Saving equals Domestic Investment 

plus Export Surplus (Chap. IV), and that Saving equals Private Investment 
plus Budget Deficit (Chap. V). These main themes, however, are developed 

‘n an original way and harmonically combined with subsidiary themes. 

The “macro-economic equations” are derived from the income accounts 
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of individual households and firms. Schneider begins with the accounting 
system of an individual firm and demonstrates the entries that are made jp 
the books of the firm for each of the six “steps”: payments, purchases, Costs, 
production, sales, and receipts (p. 32). He takes the reader through the 
accounting procedures of the firm in order to lead him gradually to the 
consolidated national income account. This is an excellent procedure because. 
among other things, it can clarify, in one pedagogic sweep, as it were, a 
number of different concepts: gross income, gross investment, depreciation, 
net income, net investment, value added by manufacture, personal incomes. 
etc. Unfortunately, the formulation by Schneider is not quite satisfactory, 
because the exposition of accounting techniques is not sufficiently lucid, 
Without previous training in accounting, students will hardly be able to 
follow the argument closely enough to comprehend thoroughly all relevant 
relationships. 

Professor Schneider mentions (p. 53) that all his macro-economic equa. 
tions reflect merely the flow of goods and services, but not the flow of money; 
they reflect purchases and sales, but not payments and receipts. He also 
mentions repeatedly (pp. 47, 49, 52, etc.) that the quantities involved are 
ex post and that the equations therefore do not represent statements of 
causal relationships. But these warnings are probably more than neutralized 
by formulations which suggest causal or functional relationships. For ex- 
ample, the equation “Total Income of Entrepreneurs is equal to Total In- 
vestment minus the Saving of Non-entrepreneurs p/us the Consumption of 
Entrepreneurs” is called an “especially important relationship” (p. 51) and 
the conclusion is drawn that the income of entrepreneurs will be higher the 
greater the amount of investment, the greater the consumption of entre- 
preneurs, and the smaller the savings of non-entrepreneurs. How many 
students will avoid the impression that any changes in amy of the terms 
on the right side of the equation must cause the income of entrepreneurs 
to change accordingly? 

Similarly misleading formulations appear in the analysis of fiscal policy. 
It is stated, for example, that “the total amount of direct taxes paid by 
entrepreneurs is irrelevant for the total amount of income of entrepreneurs’ 
(p. 73). Two definitions had preceded the analysis: (1) business taxes were 
included in “direct taxes paid by entrepreneurs” and (2) taxes were included 
in the “income of entrepreneurs” (pp. 70-71). In other words, this income 
was meant to be what we usually call “income before taxes.” Does it then 
take any “proof” to “conclude” that the amount of taxes is irrelevant {or 
the amount of income? But if we are to reach this conclusion from a series 
of equations, is it not almost inevitable that the reader forget the definitions 
and attach policy implications to the result? On the same page Dr. Schneicet 
deduces from his equations that “an increase in the budget deficit by 4 
given amount will, ceteris paribus, automatically result in an increase of the 
total income of entrepreneurs by the same amount” (p. 73). How many sit 
dents will remember that statements of this sort are supposedly without 
causal significance and, hence, should not be directly applied to questions 0! 
economic policy? 
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The best passage in the book, in my opinion, is the exposition of the re- 
lationship between micro- and macro-economics. Since the book is not avail- 
able in English, I believe I am justified in supplying here a free translation - 

the essential parts of the passage (pp. 54-55). 

“In principle the actual course of the economic process is determined by 
the decisions and conduct of the individual economic units [the individual 
households and firms]. Any analysis of the economic process, therefore, must 
oo back to the acting economic units. . . . It is possible in our theory to com- 


orehend the course of the economic process as a result of the interaction of 
the decisions of the millions of small economic units in the modern economy. 
Indeed, only in this way can we obtain a really clear insight into the rela- 
tionships determining the course of the economic process. . . . The number 


of relationships, however, which enter into such a micro-economic analysis 
f the total economic process is obviously so large that such a theory, with 

implied attention to detail, is difficult to use for practical purposes. Eco- 
nomic policy needs easily comprehensible relationships between quantities 
which are few in number and essential for steering the economic process. 
For this reason it is necessary to reduce both the number of the quantities 


ing the course of the economic process and the number of the rela- 


Ce termin 

tionships between these quantities. We can do this if we aggregate the single 

economic units into large groups appropriate to the setting of the problem 
be dealt with and confine our analysis to the relationships between these 

groups as supposedly homogeneous economic aggregates. . . . In this fashion 
» succeed—especially in the study of monetary relationships—in obtaining 

a greatly simplified picture of the relationships relevant to the process as a 

whole... . Naturally, such a macro-economic theory leads to results which 


are less enlightening and more uncertain than the results of a theory designed 
) poor n the relationships between the smallest economic units. The signifi- 
ance of the results of a macro-economic theory and its quantitative relia- 


bility will be smaller the larger the size and the smaller the actual homo- 
geneity of the groups with which the analysis operates. Nevertheless, macro- 
economic theory is simply indispensable for practical economic policy, be- 
cause for technical reasons the individual households and firms are to a con- 
iderable extent beyond the reach of economic policy. Hence it is incumbent 
upon economic theory to make both types of analysis: a ‘detail’ analysis of 
the relationships between individual economic un’ 's and a ‘bold-strokes-of-the- 
brush’ analysis of the relationships between groups composed of individual 
economic u nits.” 


Fritz MACHLUP 
lhe Johns Hopkins University 


Economics—Principles and Applications. By James Harvey Dopp and 
C. W. Hasex, (Cincinnati: South-Western Publishing Co. 1948. Pp. vi, 


. 
iZs 94.50.) 


The authors of this introductory textbook belong to the category of edu- 
cators whose objective is to appeal to the law of least resistance for sustained 
interest ond effective comprehension of what economics is all about. The 
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central idea in this objective is to fit the presentation of materials to the 
intelligence of the average student, because what serves him “serves bes; 
the needs of all students.” On this basis the students can get on “without 
much assistance from the instructor” who, it may be added, upon exacting 
attention might acquit himself of his stewardship by surprising everybody. 
including himself and the registrar. To be sure there is nothing amiss about 
the law of least resistance provided that the consequent law of large numbers 
does not involve a probability of self-deception. The accountancy of physical 
phenomena does not lend itself to social relationships, in which respect a tough 
proposition calls for a tough discipline. ‘ 

The text is not organized on the analysis of the income approach, but {ol- 
lows the orthodox set-up. It starts with the nature and scope of economics 
and social organization, largely in an historical setting. Part II deals with 
a descriptive amplification of production of wealth and income and is {ol- 
lowed by consumption of wealth and income. The next three sections deal 
with money and credit; value and price; and the distribution of national 
income. The last 250 pages are allotted to problems of labor-management: 
other economic problems, i.e., business cycles, economic security, agriculture, 
war economy, international economic relationships; economic significance o/ 
government; and the challenge to American capitalism (socialism, com- 
munism, etc.) 

There is no doubt that the authors have accomplished what they set 
out to do. They have been painstakingly meticulous in delivering a painless 
job for the student and a thoroughly commendable job for the registrant. 
Anything of this sort must necessarily involve an easy-going vocabulary, so 
that the fundamental economic tendencies can “be presented in as nontechnical 
form as possible.” That is what is said in the preface, and there is no doubt 
of its superior negotiation. The presentation is further facilitated by numerous 
photographic reproductions of industrial and trade activities, historical charts, 
maps, several of the simplest of analytical diagrams, and questions and prob- 
lems and suggested readings appended to each chapter. It all adds up to 4 
well-lubricated delivery and may be considered an innovation for the in- 
structor and students who, the publishers say, “have heard rumors from 
others that this book is really teachable and understandable.” 

Among the introductory chapters that deal with institutions in their 
historical and behavioristic aspects, the weakest ones are on the Evolution 
of the Economic Order, Mercantilism, and Capitalism. What strikes one 
foremost about these chapters is the retilling of shallow tracts that should 
have had the benefit of contributions of the Max Weber-Talcott Parsons-John 
U. Nef scholarship. The fellow who reads these sections will really get little 
that is decent about the genesis and evolution of capitalism. He will ge! 
very little about the fundamentally propelling impulses that underlie ec 
nomic freedom and the transformation of economic institutions. Capitalism 
is not synonymous with the era of great inventions as the authors seem ' 
indicate; nor can it be said that the great inventions occurred with the explo 
sive force of mid-eighteenth century new departures. A brief survey of the 
industrial revolution should, at least, make mention of the intellectual (e 
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lopment of the period of the Reformation and Renaissance that exerted a 
creat stimulus upon the natural sciences and technology, and of which the 
era of significant mechanical inventions is a subsequent development. 

The authors’ contention that “with reference to matters economic, prices 
are all important” is found wanting in a variety of price problems and 
analytical processes that serve the student as a foundation and as an instru- 
ment of refined and ultimate calculation and comprehension of price changes. 
Only one hundred pages are given over to value and price, of which about 
forty deal with government-controlled prices, and prices and the value of 
money. This last topic includes a two-page summary of the income theory 
of John M. Keynes. Admittedly, the sophomore will get a smattering of price 
theory and some of the underlying facts involved, but, as well, he might 
find himself in a state of bewilderment should he become ambitious and 
tackle some of the suggested readings. Again, the unfledged junior will take 
another look around should his curiosity urge him to dig somewhat deeper 
into the analysis of the distribution of national income. There is an amorphous 
mass of stuff here, especially on the theories of wages, interest, and profit that 
lacks the tooling of the marginal calculator and the principles of joint-cost 
relationships. An example of unconstrained detachment with which the analy- 
sis of the relations of profit to prosperity is rendered is the authors’ applica- 
tion of Say’s law of markets to the behavior of the business cycle in 1929 
p. 439). On the topic of loans it is held that government “is not limited 
as to the same means of repayment as is the individual, and it is not 
actuated by the feeling of personal need” (p. 421). Maybe it isn’t! But as 
an unqualified account the statement displays an undisciplined temper about 

what the financial responsibility of government is. 

The props for balanced production are to be found in the lessened in- 
equality of incomes which rests on the quadruped of social insurance, control 
of monopoly, encouragement of small business, and better housing and edu- 
cation. We'll conjecture that it is to be an education in the Marshallian sense 

that public money may flow freely “to educate character, faculties and 
activities . . . toward a wider understanding of social responsibilities of 
economic chivalry.” 

ERWIN GRAUE 

University of Idaho 


Dictionary of Modern Economics. By ByRNE J. Horton, JULIEN RIPLEY, 
Jr., and M. B. Scunapper. (Washington: Public Affairs Press. 1948. 
Pp. ix, 365. $5.00.) 

The contents of this book are perhaps best summarized by its half-title: 

A Handbook of Essential Information Concerning the Basic Terms of Bust- 

ness, Finance , Commerce, and Modern Economic Society. Its purpose is “to 

assen ble « iia coordinate—primarily for the layman and incidentally for the 
college student—reasonably broad definitions of those terms which cover the 
economic facts of life.” 

On the whole. the book accomplishes its stated purpose with a high degree 
of success. Containing some 3000 entries, the dictionary includes widely 
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diverse topics and terms in the fields of economic theory, statistics, money 
and banking, international trade, public and private finance, business organ- 
ization and practice, labor, and related areas. Numerous acts of federal lecis. 
lation (chiefly in the New Deal period) and a number of court decisions va 
listed and briefly described. Of interest to the specialist in economics—prin. 
cipally for purposes of convenient reference—are the biographical sketches o/ 
some 125 or more leading economists, living and dead, with an indication 9; 
their contributions to the history of economic thought. Numerous biblio. 
graphical citations appear in connection with the definitions of specific term 
Considerable factual information, some nonessential, much practical, appears 
between the covers. 

As measured by a rough “marginal utility” yardstick, the book appears 
to satisfy the criteria of comprehensiveness and carefulness, particularly {or 
a first edition. Such terms, unfamiliar to the layman, as forced saving, the 
multiplier, the acceleration principle, the various “marginal” concepts, secu- 
lar stagnation, the propensity to consume, the different degrees of monopoly, 
etc., are treated with sufficient clarity and accuracy to be useful to the in- 
tended audience. No pretense is made to definitive treatment of the kind 
afforded by the Encyclopedia of the Social Sciences, or required by the 
exigencies of a graduate curriculum in economics. Still, the bulk of the mate- 
rial has been prepared with sufficient care to satisfy the fastidious. 

A few exceptions may be noted. On page 204, the “long and short haul 
principle” is defined as ‘‘an early practice among railroads by which a given 
shipment of goods would be carried a long distance at a lower rate than 
that charged for a shorter distance.” By failing to add the words “over the 
same route” the authors have failed to identify the principle at issue; as the 
material stands, the statement and the related context are substantially in- 
correct. On page 325, one might wish for a more felicitous word, in a diction- 
ary for laymen, than “justified”: “Tariffs have been justified on the ground 
that they serve as means of national revenue, protect domestic industries, 
safeguard the wage level and standard of living [etc.].” A minor error ap- 
pears at page 3 wherein the case of Adkin v. Children’s Hospital is cited a 
involving the Oregon, rather than the District of Columbia, minimum wage 
law. 

Suggestions that the book may be lacking in terms of balance are found 
at various places; e.g., “producer’s surplus” is defined, but the more coti- 
mon “consumer’s surplus” is omitted; “substitution effect” and “explict 
cost” are included but “income effect” and “implicit cost” do not appear 
(although the latter is given as the definition of “imputed cost”); a minor 
federal agency such as the War Damage Corporation is listed, but the Wat 
Production Board is overlooked. A more substantial criticism is the spotly 
listing of federal court decisions. The eighteen or twenty cases cited, virtually 
all concerned with labor, are hardly representative of the major decisions 
of the Supreme Court affecting the American economy. (The usefulness 0 
the list, especially for purposes of citation by the user, would be improvet 
by including the volume and page number of the decisions.) 

But these defects are for the most part minor, and are far outweighed by 
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the successful treatment of a multiplicity of commercial, financial, and busi- 
ness terms and institutions. The book is a welcome addition, and it should 
and wide use among businessmen, government workers, journalists, librarians, 
and others in need of a convenient reference manual in the field of economics. 
The authors are to be congratulated for their courage in undertaking a 
formidable task, and for their willingness to make currently available the 
fruits of their efforts at the risk of offense to sterile perfectionism. 
R. ELBERTON SMITH 
Northwestern University 


General Education in the Social Studies. By ALBERT WILLIAM LeEv1. (Wash- 
ington: American Council on Education. 1948. Pp. xvii, 336. $3.50.) 
This volume is one of four reports of the Cooperative Study in General 
Education which the American Council on Education in collaboration with 
various colleges undertook with a view to exploring the possibilities of im- 
proving existing programs of general education. It derives its value and its 
practical usefulness as a source of suggestions for other colleges and univer- 
sities from the fact that it describes in a very detailed fashion how some 
colleges approach the problem of setting up a two-year basic integrated 
course in the social studies; it also contains a helpful course outline as well 
as an extensive reading list. Beyond these practical features, the report pro- 
vides a stimulating discussion of the general philosophy and assumptions 
which underlie the current emphasis on general education in the organization 
and olanning of the undergraduate social studies curriculum. As such, it 
carries an important message to those economists who as specialists in one of 
the social sciences still view with skepticism this important trend in Ameri- 
man education which seems to sweep the country like wildfire. 
“The primary objective of curriculum planning in the social studies is to 
ive an integrated and comprehensive picture of the nature of modern so- 
iety” (p. 226). The traditional social science curriculum is said to have 
failed in this respect precisely because of its departmentalization. ‘Com- 
peting courses in history, sociology, political science, economics, anthro- 
pology, psychology, and geography exist side by side making their claims 
student acceptance without any realization of the coordinate role which 
they play in the understanding of the social order as a whole” (p. 223). This 
failure of each isolated discipline to provide an understanding of the whole 
of society is in peculiar conflict with the presuppositions of a democratic 
society. Responsible participation in the democratic way of life depends upon 
an understanding of the social order as a whole as well as on the promo- 
tion of habits of democratic living, neither of which is achieved to an ap- 
preciable degree by isolated specialized studies. Even if specialized termi- 
nologies and techniques of analysis had not heightened the difficulties of 
intercommunication between the isolated social sciences, the free elective 
= stem together with an inadequate counseling system would in themselves 
de sufficient to defeat the attainment of a continuous and integrated general 
lucation in the social sciences. These are the considerations which seem to 
insp urrent emphasis on general education in the social studies which 
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found its earliest expression in the Columbia Contemporary Civilization course 
and which has now assumed the character of well established two-year in- 
tegrated basic courses in numerous other colleges and universities. 

The present report goes, however, far beyond the point of setting forth 
the general philosophy of the social studies program. It raises a host of de- 
tailed questions concerning the organization, content, administration and 
teaching of the program. Among these questions are the following: What js 
the proper approach in setting up the comprehensive social science course? 
Is it the historical approach, the problems approach or a systematic al 
proach; or a combination of these three? Is the course to be conceived and 
planned as terminal, transitional or introductory and exploratory experiences 
in general education? At which time during the period of a four-year college 
education should the course be given? Should it be a free elective subject 
or should it be required of all students? Should the course be taught by one 
instructor or should the various parts be handled by different specialists? 

According to the author, the best method of integrating the social studies 
for the purposes of providing an integrated picture of the nature of modem 
society is the conceptual scheme of cultural sociology and cultural anthro- 
pology. This broad conceptual scheme is believed to provide not only the 
most satisfactory combination of the three possible approaches mentioned 
above but determines also what constitutes the indispensable knowledge in 
the social studies and hence the indispensable content of the social studies 
course as it is conceived by the author of the report. This broad frame of 
reference which makes it possible to draw upon the results and techniques 
of analysis of all the social sciences leaves sufficient room for placing special 
emphasis on problems which at any given time seem to require special em- 
phasis in the light of the needs of the students in each local situation. (One 
of the most original suggestions of the report which in fact is presented in 
such detail that it takes up a major part of the volume is the elaboration 
of an inventory of social beliefs and attitudes among students designed 
reveal areas of special prejudice and bias on such problems as the public 
debt, labor relations, minority questions, etc.) , 

The report conceives of the social studies course as a terminal experience 
(that is, not preparatory or transitional to specialized work) primarily be- 
cause it is thought that the demands of specialized work must be a matter 
of secondary rather than primary consideration in the light of the philosophy 
of general education. It considers the social studies program as a really co- 
operative enterprise of the social science faculty; as such, it should be con- 
structed, taught and administered jointly by all within the division of the 
social sciences. It should be taught as a continuous course by one instructor 
and any attempt to turn over its constituent parts to the sociologist, the 
historian, the economist and the political scientist should be resisted. As an 
integrated course designed not only to convey the “indispensable knowledge 
on the nature of the society we live in but also to develop a considerable 
degree of study skills, of critical thinking, and of attitudes indispensable 
for living in a democracy, the social studies program can not be a iret 
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elective subject but should be required of all at the general education level 
of the American college. 

The reviewer’s criticism is not concerned with the basic philosophy of the 
social science program. On the contrary, I wholeheartedly concur with the 
view that the traditional social science curriculum conveys only a frag- 
mentary and hence an inadequate and misleading picture of the society we 
live in. Because of these convictions it appears to me that the author takes 
it too easily for granted that the social studies course must be conceived 
as a terminal experience at the college level and cannot be planned as a 
transitional course to the specialized work which is to follow. I believe that 
this is due largely to the special approach favored which seems to neglect 
unduly the study of original source material and of the growth of ideas, basic 
concepts and theories in terms of which man has attempted to interpret the 
social and economic reality of his time. As far as the transition to specialized 
work in economics is concerned, it is easy to see for example that social studies 
programs which include the reading of original source material from the writings 
of let us say Thomas of Aquinas on just price, the mercantilists on the bal- 
ance of trade and the effect of precious metal, Adam Smith, Ricardo, Mal- 
thus, Schmoller, Marx, Veblen, W. C. Mitchell, Beveridge, to name only a 
few, would provide a fruitful preparation to the more specialized work 
for the economics major. I am sure that the same applies to other disciplines. 

The fact that such an approach would necessitate an adjustment of the 
traditional economics curriculum and that very little has been done to this 
effect even in institutions which place greater emphasis on original source 
material and the historical approach does not defeat our argument. The 
trouble lies rather in the fact that only a small group in each department 
is called upon to participate in the social studies program and that as a 
result the majority of the members never acquire a first-hand insight and 
interest in the subject matter of the course and hence are unable to judge 
its potentialities as an introduction to their own specialized work. As far as 
the transition to specialized work in economics is concerned, probably the 
best stepping-stone would be provided by a course in the history of eco- 
nomic thought offered concomitantly with a basic principles course in the 
junior year. Doubtless a survey of alternative approaches to the organization 
of social studies programs and a detailed evaluation of social science courses 
in existence at other institutions would have provided a clue as to how this 
transition from general to specialized education might be achieved to the 
mutual advantage of both. It is to be regretted that the cooperative study 
in general education did not devote any attention to such a comparative 
evaluation of existing general education programs in the social studies; 
such an evaluation remains one of the most important needs at this time 
when the whole problem of social studies courses is under scrutiny by col- 
leges and universities which so far have introduced such programs only on 
an experimental basis. 

K. WILLIAM Kapp 

Wesleyan University 
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Economic History; National Economies 


The Development of Southern Sectionalism, 1819-1848. By CHartgs S. 
Sypnor. Vol. V of A History of the South, edited by W. H. Stephenson 
and E. M. Coulter. (Baton Rouge: Louisiana State Univ. Press, 1948 
Pp. xii, 400. $6.00.) 

The South During Reconstruction, 1865-1877. By E. MERTON Coutter, Vol. 
VIII of A History of the South. (Baton Rouge: Louisiana State Uniy. 
Press. 1947. Pp. xii, 426. $5.00.) 

With the justifiable pride that accompanies distinct achievement, Louisi- 
ana State University and the University of Texas have launched their new 
series in the History of the South, The initial volumes by Charles S. Sydnor 
and E. Merton Coulter provide ample evidence that a major contribution to 
American historiography is in the process of completion. As a work of 
synthesis, drawing upon the findings of countless individual monographs and 
primary sources, this series will offer a valuable tool to many scholars 
interested in regional developments. 

Adhering to the general method utilized in previous multi-volume coopera- 
tive projects, the editors have contemplated a ten-volume series, entrusting 
the responsibility for each study to a capable specialist in some period of 
Southern history. Although the division into time units occasionally may seem 
to be arbitrary, since the forty-one years covered jointly by these two volumes 
receive as much space as the entire colonial period, one cannot deny that 
standards of current interest, and, to a lesser degree, the availability of 
source material, virtually determine the emphasis. 

The years which were assigned to the present authors are certainly of 
crucial importance. The vindictive and unfortunate Reconstruction era was 
largely the consequence of bitter sectional antagonisms that had developed 
during the preceding generation. A reading of Professor Sydnor’s book affords 
an opportunity to understand how the South came to assume an increasing 
attitude of local self-consciousness. In explaining the transition from national- 
ism to sectionalism, the author stresses the gradual reduction of Southern 
influence that occurred between 1819 and 1848. “At the beginning of the 
period under review,” we are told, “Southern politicians and statesmen well- 
nigh dominated the Federal government; before it was ended they had seen 
their region decline to a subordinate political position.” While the interpre- 
tation may at times underestimate the continuing influence of Southem 
leaders in high national office and the voice of the Southern wing of the 
Democratic Party, the chapters on political sectionalism, “Regionalism in 
Mind and Spirit,” and “Party Allegiance or Sectional Patriotism?” provide ¢ 
splendid insight into the real and occasionally fancied grievances of the 
South. This defensive position was eventually restated as a positive affirma- 
tion of the virtues of slavery and the plantation economy. 

In The South During Reconstruction, Professor Coulter’s work, this trend 
is likewise in evidence. Reacting against the physical devastation of the wat 
and the policies of Congressional Reconstruction, the latent resentment © 
the South crystallized in the activities of the Klu Klux Klan. Quite legiti- 
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mately the author observes that the poor whites, with whom the Negro had 
traditionally come into economic competition, were “‘at the bottom of nearly 
every assault and battery on the freedman.” However, the apparent admira- 


tion for the Klan’s “artistic” and “humorous” techniques, which achieved 
. “remarkable results” through “cleverly organized” intimidation, sometimes 
colors the account. Considerably more satisfactory is the description of the 
L methods of social and economic ostracism that were employed to stamp out 
r the vestige of white radicalism. By 1877, as a result of southern resistance and 
the emergence of moderate national leadership, the former Confederate states 
i were in a position to resume their standing in the Union. The radical version 
W of Reconstruction, in the opinion of the author, had proved to be a dismal 
failure. 
0 In allowing a comparison of the South’s economic status before and after 
af the War between the States, these volumes are especially useful. During both 
d periods the South was vulnerable to the consequences of sudden depreciation 
iS in the price of cotton, invariably the chief money crop. Although the economy 
in each instance was identified with rural society, Professor Coulter points 
o to the growth of urban population during the decade which began with 1860. 
ng Its relationship to increased industrialism was generally valid, in spite of the 
0 fact that the Carolinas and Georgia, whose urban growth was less than the 
m national average, progressed considerably as manufacturing states. Never- 
s theless, the account gives the dubious impression that no Negroes worked in 
at the cotton mills because they were incapable of attending to the looms with 
0! efficiency. Certainly this interpretation fails to take cognizance of the success- 
ful prewar experiment with Negro labor conducted by the Suluda River, 
ol South Carolina, textile factory. Nor does it consider the obstacles to Negro 
as employment which were created by the hostility of white labor and the 
ed various state license requirements that confronted the freedman seeking non- 
ds agricultural work. Similarly, Dr. Sydnor’s book, in its attempt to stress the 
ng predominance of agriculture, perhaps underestimates the significance of 
al- Southern manufacturing as a whole. In maintaining that there were only about 
ml 100,000 persons engaged in Southern manufacturing at the time of the Census 
he of 1820, the approximation tends to overlook the large numbers of slaves who 
ll. were trained in plantation handicrafts. These occupations were not listed in 
en] most census reports, but they are too important to be ignored. However, the 
re- author has honestly acknowledged that he is aware of the imperfections of 
em the early tabulations, and “is using the census without interpolating warnings 
the and cautions” only because of a scarcity of better source of information. 
Any Each of the writers also considers the significant question of Southern 
ide economic vassalage. Although he recognizes that New York’s merchants as 
the early as 1822 had “secured most of the business of handling goods that 
na went south in exchange for Southern staples,” Dr. Sydnor repudiates the 
notion that the South’s export trade was really under external domination. 
Ene Even during the 1830’s there was little more than oratorical criticism of 


alleged Northern interference with the direct trade relations between the 
cotton states and the rest of the world. To Dr. Coulter, on the other hand, the 
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problem seems far more acute. Speaking of the long-standing dependence 
upon the North, he maintains that the situation became even more malignant 
during the era of Reconstruction. The subject of plantation ownership and 
investment by absentee Northern capitalists receives special attention, though 
it is largely slighted in the other book. And yet the problem is of Major 
consequence if one is to understand the motives of the secessionist elemen: 
in New York City during the Civil War. 

A further comparison of the two volumes demonstrates that Professor 
Coulter, to a greater extent than his colleague, has concentrated upon the 
internal condition of the South, deliberately ignoring many simultaneous 
federal developments. Thus even the Congressional debates over Southern 
Reconstruction receive only abbreviated attention. In Dr. Sydnor’s study the 
national policies affecting the South, such as the Missouri Compromise, the 
presidential elections, and the Nullification movement, are explored with more 
adequate detail. The key to this difference perhaps lies in the fact that the 
South had taken an active part in the ante-bellum politics of the nation, 
whereas the years immediately after the war witnessed a period of substantial 
eclipse. 

In general, the two books adhere to the same method, providing scholarly 
and well-written evaluations of Southern life. Both works seek to achieve a 
balance in the various questions selected for discussion, offering appraisals of 
such widely divergent topics as transportation, agriculture, local government, 
education, and social theory. The bibliographic essays contain useful! com- 
mentaries on the extant manuscript and printed sources. While the interpreta- 
tions of native Southern institutions are relatively uncritical, this series, when 
completed, will provide our basic storehouse of information about the region 
for many years to come. 

LEONARD PRICE STAVISKY 

New York State Teachers College 

Oswego, New York 


New Paths for Japan. By Harotp WAKEFIELD. (New York: Oxford Univ 
Press. 1948. Pp. viii, 216. $3.75.) 

Since the opening phases of the occupation of Japan the problem of eco- 
nomic policy has been one of foremost consideration by the Allied authorities. 
Initial methods of adjusting the economy of Japan to a modern, peacetime 
social system followed a generally non-conservative pattern. In recent months, 
however, economic policy for Japan has undergone significant changes 
bordering on more moderate principles. There is under way a testing of the 
relative empirical values of given sets of principles and policies in relation to 
the peculiarities of Japanese society. 

New Paths for Japan, a sequel to the Royal Institute of Internationa! 
Affairs, Chatham House Study Group report, Japan in Defeat, is an attemp' 
to clarify many problems of economic policy. It has an added value to 
American economists interested in Japan because it represents the thinking 
and interpretation of a British authority. The book is concerned in several 
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sections with descriptive political material, but this is supplementary to 
concise treatment of economic matters. The various trends resulting from the 
application of respective economic policy can be traced clearly. 

The subject matter of the chapters on the prewar economy of Japan is 
adequately developed for the purpose intended. Some exceptions, however, 
may be noted. For example, the policy of Finance Minister Takahashi 
Korekiyo in de facto depreciation of the yen in 1931 is viewed as a financial 
achievement, without indicating that such a policy actually increased the 
cost of Japan’s imports and caused the terms of international trade to shift 
against her. The depreciation of the yen was successful for Japan only in 
that she was able to create foreign exchange holdings for imports of war 
materials, and this was largely supplemented by a series of stringent exchange 
controls after May, 1933. As for the statement by the author that the 
foreign exchange rate remained stable between 1932 and 1936, it is assumed 
that the period following October, 1932 is meant, as the first ten months of 
1932 experienced the greatest fall of the yen on the exchanges. There is, 
however, evidence of the correctness of the author’s view that the yen was not 
deliberately undervalued after 1931 in that the de jure act of Japan’s divorcing 
gold and the yen externally was reflected on the exchanges as the yen floating 
to its own level in relation to other currencies. The decline in the exchange 
value of the yen occurred mainly because of anticipation of internal deprecia- 
tion, which was not manifest in price indices or latent in increased note 
circulation. 

A development of the economy of Japan at war involves the author in a 
controversy regarding the idea that Japan based her war economy on the 
assumption of an early and complete victory. His principal opponents in this 
controversy are the Report of the U. S. Strategic Bombing Survey and Jerome 
B. Cohen, “The Japanese War Economy, 1940-1945,” in the Far Eastern 
Survey (December, 1946).The latter indicate that the gross national product, 
adjusted for price change, rose some nine billion yen from 1942 to 1944, in- 
dicating a belated production effort upon realization of extended warfare. The 
author makes a convincing point that actual production indices of basic 
industries refute the theory embodied in the Bombing Survey, not to men- 
tion the fact that the national product devoted to war production increased 
only in a near-direct proportion to an absolute fall in consumption. It would 
appear from the evidence presented that complete reliance cannot be placed 
on the Bombing Survey, inclusive as that study is, as a basis for interpreta- 
tion. 

The final three chapters contain material of the greatest interest to 
economists concerned with problems of policy in the occupation of Japan. The 
author does not hesitate to take issue with established policy when his observa- 
tions seem to warrant it. An example is his reference to the initial exchange 
rate, pegged at 15 yen in relation to the dollar up to March 11, 1947, as 
ceri a “preposterous overvaluation of the yen.” Comment on this point is 
necessarily restricted to the fact that overvaluation and undervaluation of 
exchange rates, with specific reference to possible effects on trade, are 
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relative terms; so-called overvaluation, per se, does not necessarily retard 
exports. Moreover, as dollar-yen purchases by United States personnel were 
practiced in the initial stages of the occupation, an overvalued rate tended 
to be anti-inflationary. The adjustment of the rate to 50 yen to the dollar 
following March 11, 1947 has presumably relieved the author somewhat. 
although the matter of pegging the rate until some measure of price stability 
in Japan can be effected remains a problem to the authorities. 

Redistribution of wealth in Japan is treated within the broad scope of 
general economic policy. The social systems represented by the governing 
Allied Powers—America, Great Britain, and Russia—are presented as three 
broad courses for acceptance by the Japanese: namely, free enterprise, social 
democracy, and communism. The author indicates that the course of free 
enterprise is the least likely to be adopted, and, moreover, would be unde- 
sirable, since it would lead to the development of new monopolies and would 
be unacceptable to organized labor. The alternative course is suggested as 
that of social democracy, along with the usual arguments of state ownership 
of principal industries in Japan. 

The idea of socialism as a core of the future economic system of Japan 
would seem to be the antithesis of a fundamental aim of security in the Far 
East. Socialism for politically immature peoples is likely to be the first step 
toward communism. There is no reason to believe that new monopolies wil! 
arise, contrary to the basic policy of the Allied Powers. Such reasoning places 
no faith in future leaders of Japan, nor in antitrust measures and their 
enforcement. The fact that free enterprise would not be acceptable | 
Japanese labor leaders is hardly an argument, in itself, against liberal capital- 
ism in its true sense. The real problem for free enterprise in Japan, as the 
author seems to suggest, is that concerned with demand for private capital. 
This problem presents itself as a result of severe treatment extended )) 
occupation authorities against former entrepreneurs. If free enterprise is 0 
emerge the victor in the struggle the author describes, provision will have to 
be made to encourage foreign investment on a wide scale, especially in the 
closing phases of occupation and the initial period of post-occupation. 

Irrespective of any political overtones, this study represents a definite 
contribution to current economic literature; especially so because it is the 
work of an established, prewar authority on Japan. As such, it should find 
wide interest among those economists who specialize on the Far East. 

Donatp P. Ray 

Academy of World Economics 

George Washington University 


Political Economy in the Modern State. By Harotp A. Innis. (Toronto: 
Ryerson Press. 1946. Pp. xix, 270. $4.00.) 

This volume by the head of the department of political economy of the 
University of Toronto is a reincarnation of a number of papers on a variel) 
of subjects which have been buried too long in such esoteric tombs as te 
Queen’s Quarterly and the Transactions of the Royal Society of Canada. 


TIE AMERICAN ECONOMIC REVIEW 


| 
4 

an 

na 

me 

Cie 

evr 

of 


BOOK REVIEWS 1003 


They now become available to a wider audience of students and scholars, 
both of whom will find much here that is both illuminating and rewarding. 
Professor Innis is not the kind of scholar who labours mightily for a gen- 
eration only to produce a single massive volume in which a well-masticated 
text rests neatly on top of an orderly pile of footnotes which support the 
slender edifice. Here, to change the metaphor, is economic history on the 
wing. The author ranges across the facets of a series of ideas, dazzling the 
hard-working reader with strange lights and novel perspectives. The chase 
is arduous, but rewarding. Most of the essays concern economic theory and 
political science. They emphasize the significance of the title—the essential 
oneness of the social sciences and their importance to one another and to 
mankind. 
The papers fall into two main groups: the first of which is economic 


history, and the second, the place of the university and especially of the 
; social sciences in political society. The opening pair—the brilliant “The 
D Newspaper in Economic Development” and the somewhat less successful 
but nevertheless stimulating “An Economic Approach to Literature in the 
n Nineteenth Century’”—show how much economic history can contribute to 
r the study of letters and to the evaluation of the political significance of 
D literature. Related to these are three other notable contributions to economic 
lI history. “The Penetrative Power of the Price System,” “Liquidity Prefer- 
25 ence as a Factor in Industrial Development,” and “Unused Capacity as a 
ir Factor in Canadian Economic History.” The second group is concerned with 
to the role of the university and its main theme is stated in two sombre and 
- thoughtful essays, “A Plea for the University Tradition” and “The Uni- 
he versity in the Modern Crisis.” The remaining six essays are slighter and 
al. their themes are pendant to the main groups mentioned above. 
by Since reviewing space is a scarce resource, it is necessary to discuss only 
to those aspects of Professor Innis’s essays which seem to demand special 
to attention. It is unnecessary—as well as presumptuous in a reviewer who is 
he not an economic historian—to discuss the contribution of this volume to, 
economic history. The author’s reputation is established and the titles of 
ite the essays on economic history will be guidance enough to his fellow scholars 
the in that field. 
nd Their significance as economic history by no means exhausts the impor- 
‘ance of the first group of essays. They are valuable contributions to an 
understanding of Canadian political development. They abound in arresting 
and fruitful generalizations about Canadian political behaviour and the 
nature of Canadian federalism. Where he says “Confederation as an instru- 
ment of steam power has been compelled to face the implications of hydro- 
nto: electric power and petroleum” (p. 247), he is providing the key to the 
whole inter-war problem of Canadian federalism. These are not merely 
the expansive half-truths. The staple approach to economic history in a country 
ety whose history is almost entirely economic is an excellent tool of political 
- the analysis. For over a generation the understanding of Canadian politics was 


befogged by the monopoly of the study of political science by a school of 
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historians who knew no economics and who had been fatally stricken in 
youth by the apt but analytically unfruitful analogy between Canada in the 
eighteen-forties and England under the second of the Stuarts. What we know 
of the Canadian federal system is due almost entirely to the labours in the 
last twenty years of Professor Innis and his disciples in the field of eco- 
nomic history. The first major result was the balanced and sensitive accoun: 
of Canadian development from Confederation to the end of the inter-war 
period contained in Book I of the Report of the Royal Commission on 
Dominion-Provincial Relations. This volume of essays yields a rich stream 
of seminal ideas to the political scientist. 

Professor Innis reveals here also his preoccupation with the major prob- 
lems of politics. When he says (p. 70) “We have most to lose from en. 
croachments of power. ‘Power is of its nature evil, whoever wields it.” 
he shows a concern with politics which is common to many economists. This 
problem is a real one which requires hard and rigorous thinking. But too 
many economists, among them Professor Innis, take too simple a view. The 
economic theorist is impressed by the impersonal beauty of the price sys 
tem. It achieves regulation and order without apparent use of compulsion 
or limitation of the free will. When the economist turns to politics, he is 
appalled at the imperfect and unstable competition of parties, at the extent 
to which the lack of homogeneity of ideas leads to a corruption of the 
market. Somehow, the group engaged in the maximization of power looks 
far more ominous than the individual firm engaged in the maximization o/ 
its returns. 

In point of fact, political power is no more inherently evil than steam 
power. Each is capable of physical hurt in the wrong hands but both are 
constructive forces in human life. The economist forgets that a solid base o/ 
political power is necessary to enforce the rules of contract and protect the 
sanctity of property which underlie the free market. The economist is in- 
sufficiently aware that the growth of technology has produced the big bus- 
ness bureaucracy which rests on the same foundation of organizational prin- 
ciples as the bureaucracy of the state. The introduction of constitutionalism 
into the divine-right concepts of business organization is a problem of the 

first importance to economist and political scientist alike. 

This is not to say that Professor Innis is unaware of this last problem. 
He examines it with deadly effect in his opening essay on the newspaper 
But the economist’s preoccupation with the market and the beauty of the 
price system have led him to state the issue not only incorrectly but in 
form which can be exploited by the very commercial and political interests 
which, as he already points out, are exploiting the universities and the s- 
cial scientist. He says (p. 75) “Business and political exploitation of ui 
versities by bribes reflects a complete inability to understand that univer 
sities honour donors and not donors universities. The impression that 
universities can be bought and sold, held by business men and fostered )) 

university administrators trained in playing for the highest bid, is a reflec 

tion of the deterioration of western civilization.” 
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Through these essays run certain common themes: a recognition of the 
relevance of economics to an understanding of politics and of culture, the 
tremendous pressure exerted on cultural survival by the multiplication of 
mass media of communication faster than they can safely be assimilated, 
the difficulty of objectivity in the face of the mechanical obstacles thrown 
up by modern technology. It is an attempt to suggest the cost to civiliza- 
tion of overspecialization. 

A marked evolution in style is noticeable in this volume. The essays are 
not arranged chronologically in the order in which they were written but 
more sensibly by means of subject. The later chapters are on the whole 
the earlier in time. They are markedly less allusive, there is less of the 
mordant irony of the later essays. The later ones possess in places a lack of 
intelligibility, an almost sibyline character, which suggest the growing 
urgency with which these problems are pressing on the author. They reflect 
too, no doubt, the increasing strain which the war and postwar load of 
teaching and administration has thrown on senior scholars and reveal how 
much we may be paying in loss of leisure and loss of time to think things 
through. One wishes that we may be allowed again the product of sys- 
tematic and sustained scholarship but we are lucky to have even the over- 
time reflections of such a distinguished scholar. 


J. R. MALLory 
McGill University 


Hawaii—A Century of Economic Change, 1778-1876. By THEODORE MorGAN. 
(Cambridge: Harvard Univ. Press. 1948. Pp. xi, 260. $4.00.) 

The need for an understanding of the culture of the Territory of Hawaii 
has become doubly important in view of the recent measures taken to grant 
it statehood. Professor Morgan has made a careful analysis of the evolution 
of the Hawaiian economy from the native feudalism which Captain Cook 
found in 1778 to an agricultural and commercial private enterprise system. 

While Professor Morgan writes as an economist, he never loses sight of 
the highly important socio-economic aspects of the transformation in the 


| period of Hawaiian economic history which he covers. He points out that the 
| study of Hawaii is “an extreme case where the optimum rate of technical 


progress is far less than an ‘economic’ analysis only would recommend, for 
against the increase of real income is to be debited social costs of adjustment.” 

After a discussion of the original colonization, land division, tenure, reforms, 
and the breakdown of feudalism, the reader’s attention is focused on the 
Reciprocity Treaty with the United States in 1876. There can be no doubt, 


) according to Professor Morgan, that the interest of the United States in this 


treaty was primarily political. During a half century preceding the treaty, 
the Islands had considerable difficulty maintaining their independence amidst 
the maneuvering for commercial and political advantage of several nations. 
The treaty secured Hawaii against falling under the control of another power. 
Economically, Hawaii gained free entry into the United States for a num- 
ver of tropical products. The most important were sugar, molasses, and rice. 
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In exchange, Hawaii was to reciprocate by granting free admission to a num 
ber of American goods. The benefits to Hawaii from the Reciprocity Treaty, 
however, were dubious. The era after Reciprocity was one of great expansion 
As was to be expected, plantation owners were encouraged to bring poorer 
land into cultivation, and cultivate more intensively land already in use by 
heavy applications of fertilizer and costly equipment. Hence, the bonus ep- 
abled planters to expand on a larger scale than would have been possible with- 
out a free market in the United States. 

Against these advantages resulting from the Reciprocity Treaty were 
to be weighed the risk involved in making Hawaii dependent on a single crop, 
the tendency to concentrate control of the industry into a few hands, and 
the creation of new problems of social adjustment, particularly those arising 
from the growing heterogeneous population, a result of importing labor from 
other lands for work on the plantations. 

Professor Morgan’s timely study is an outstanding contribution. It should 
serve as a basic reference to those interested in understanding the economy 
of an area which is bound to become more important as the world econom; 
becomes more interdependent. But perhaps what is more important is that 
this scholarly study gives a historical analysis of the transition of Hawaii 
from an underdeveloped economy having a relatively primitive marketing 
system to a sophisticated economy dominated by Western civilization. An 
understanding of this development should provide a worth-while frame of 
reference for dealing with similar problems in the underdeveloped countries 
whose people are becoming more conscious of their position in the world today 

The accelerated destruction of the indigenous social institutions of Hawaii 
provides an excellent example of the dangers of the sudden introduction of 
overwhelming alien institutions at the expense of the native culture. This 
poses the question of how to maintain the cohesive elements of the indigenous 
culture as new alien concepts are corroding the basic social pattern. The 
problem is one of maintaining a familiar cultural pattern in a viable condition 
until a new one can be sufficiently matured to take its place. 

Fortunately, the invasion of the alien cultures upon the Hawaiian econom 
has been peaceful and without violent social upheaval. Hawaii’s future is 
now bound to its plantation economy. The influence upon this economy 0! 
other alien ideologies plaguing the world (especially in the Orient) will be 
interesting to watch. 


omy 


Cuartes D. Hyson 


Harvard University 


Balkan Village. By Irwin SANpERS. (Lexington: University of Kentucky 
Press. 1949. Pp. 291. $4.00.) 

No economist who is interested in international economic policy or in the 
economics of “backward countries” could make a mistake in spending 4 
evening or two in the leisurely reading of Irwin Sanders’ Balkan Village 
For this unpretentious little book has some profound insights to contribute 
to the understanding of the tide of events not only in the little village of 
Dragalevtsy but throughout the Balkans and with appropriate modifica! ions 
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‘n China as well. It is based on a careful study of this Balkan village in 
the ‘thirties and again in 1945. 

Professor Sanders’ book starts out in a personalized style, to present a pic- 
ture of the socio-economic structure and life of a small rural village of Bul- 
varia in the 1930’s. His style is in fact somewhat deceiving; for the work 
is a careful sociological study, free of the easy generalizations of the usual 
travelogue on the one hand and the pretentiously “scientific” work on the 


peasant society and the Chinese peasant communities portrayed in such 
work as Martin Yang’s study of a Shantung village and Fei’s studies of 
villages in the south and southwest of China. The book would be worth 
reading on these grounds alone. Moreover, the chapters on the prewar period 
stand as the foundation on which the last chapters are built. 

Nevertheless, what makes Balkan Village of particular interest to many 
fus must be the last three chapters of careful and objective analysis of the 
impact of the war and of communist influences in this peasant society. Even 
in the ’thirties the impact of nationalism with the increasing role of central 
authority in the village life was visible; but Professor Sanders represents 


this as still largely an external influence that was making only small impres- 
ions on the culture and mode of life. The people observed these develop- 
ments as onlookers, accepting only what fitted into the traditional pattern of 
their lives. Such was no longer the case in 1945. The isolation from the 
culture of the “outside world” was already of the past. 


How did the peasants react to the Germans, the Russians, the Americans 
and british in their midst? How did they react to communism as an ideol- 
gy and a social system and how are these reactions changing? What are 
the cores of resistance and opposition to communism and do they tend pro- 
gressively to weaken? What sort of alternative would be likely if com- 
munism does not ultimately dominate in full? What kinds of modification of 
communism are likely in view of the economic and cultural background of 
he people? What réle does America play and what réle might it play in the 
life of the peasant of a little village in the Balkans, or in the life of mil- 

of peasant populations the world over? Professor Sanders is modest 

1 his approach to these questions. But his work is notable for the objec- 
tivity with which he handles a subject so ridden with emotion everywhere. 
It j table for the simple and yet profound insight into the underlying 

‘ons and the nature of evolutionary (and revolutionary) developments. 

The more obviously analytical approach of the last part of the book rests 

‘irmly on the foundations of the earlier chapters and his conclusions flow 

‘rectiy from that background. No grand solution, no social blueprint is 
tempted. But the thoughtful reader will find much to give him pause. 
MAry JEAN BOWMAN 


University of California, Berkeley 


‘The appendixes take up 58 of the 278 pages and enhance the value of the book. Four 
‘hese are reprints of articles previously published. The remainder include data on the 
“© population and their farms, an inventory of stock in a village grocery store, a note 


and a note on methodology. 


her. One is struck continuously by the basic parallels between this Balkan 
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Economic Systems; Planning and Reform; Cooperation 


Saving American Capitalism. Edited by Szymour E. Harris. (New York: 
Alfred A. Knopf. 1948. Pp. xviii, 373. $4.00 net; $3.00 text.) 


Reviewers of Seymour Harris’ collections of essays always complain 0; 
being caught on the horns of an ugly dilemma: shall they dutifully make a 
brief and superficial comment about each essay, or generalize broadly abou; 
the whole volume, risking serious injustice to individual authors. In the pres- 
ent case there are thirty-eight separate essays averaging a little under tey 
pages apiece. To choose the horn of itemization would give me, in my 1800 
words, approximately forty-seven words per essay, or about two sentences 
including mention of author and title. Accordingly, I shall seize the other 
horn pleading guilty in advance to charges of libel against individual con- 
tributors. The risk of misrepresenting a great many of the authors js re. 
duced by the fact that fifteen of them are Mr. Harris himself, who sets the 
pace and tone for the remaining twenty-three. 

He does this so successfully, partly by skillful editing and partly by writ- 
ing nearly a third of the book himself, that the volume as a whole conveys 
a fairly clearly definable message. It is perhaps an inevitable consequence 
of the brevity of the individual pieces that the message is neither very novel 
nor very profound. It is the function of the book not to innovate but rather 
to summarize for the benefit of a popular audience a rather familiar ap 
proach to today’s major problems of economic policy—that of the ne 
New Deal. Essays by Chester Bowles, Adolf Berle, Charles Merriam, Leon 
Keyserling, O. H. Taylor, and Seymour Harris describe the basic phi- 
losophy of the “mixed” economy. True democracy is only attainable, s 
runs the theme, if government takes vigorous action to maintain employ- 
ment, to insure an equitable distribution of income, to promote an active 
program of resource development, to provide ample social services, to en- 
force a “balance” in the wage-price-profit structure, and generally to plan 
In so far as private enterprise and free markets are consistent with thes 
essential governmental functions, they can and should be fostered and en: 
couraged. But we must not let the shibboleth of minimum government blind 
us to more fundamental goals. 

There is great virtue in reiterating, as do the essays of Richard Gilber: 
and Merle Fainsod, that private enterprise and government control art 
means and not ends and that the proper balance between them must be 
determined not on rigid a priori grounds but by the pragmatic test oi ellec 
tiveness. It is highly plausible to argue that as long as private enterprise 
can be made to operate in the public interest it should be allowed to func 
tion, but that where it fails to do this, government must step in. But this 
really does not get us as far as it seems to. The argument merely traves 
one floor down to what constitutes the public interest. 

On this plane the analysis of Mr. Harris and his co-authors is not a 
fundamental or penetrating as it might be. The desirability of full empio}- 
ment, resource development, equitable income distribution and the like is 
too obvious by now to need the reiteration it gets in this book. But 


I 
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economic and social systems promise these things. Why, then, should we 
want to save capitalism as these authors all say they do? There is very little 
consideration here of what it is about capitalism that makes it worth while 
trving to save in view of the fact that it would be technically much easier 
to solve some of our problems such as unemployment if we were to aban- 
don “free enterprise.” 

The emphasis is perhaps explained by a comment of Mr. Bowles who 
says, “The most dangerous long range threat to our democratic institutions 
in America comes not from the inept Communists to the Left but from the 
reactionaries at the extreme Right” (p. 19). If we start from this premise, 
the first step in the argument must logically be the one taken in these essays 
of insisting that we can have full employment, stability, health, good houses 
for all, etc., without setting off down the Road to Serfdom. 

There are undoubtedly a great many people who need to be persuaded 
of this. Even for this audience the plea would be more effective if it dealt 
more directly with some of the difficult problems we must solve if we are 
to pursue the New Deal Utopia within the framework of a genuinely demo- 
cratic, not to say capitalist, society. Those of us who have long accepted 
the goals these authors describe would like to see more attention paid to 
how we might resolve some of the inherent conflicts among these goals. 
For instance, the chapters on resource development by Morris Cooke, 
Carlton Nau, Morris Garnsey and Seymour Harris, those on housing and 
urban redevelopment by Charles Abrams and Guy Greer, and that on federal 
research by James Newman are eloquent statements of promising ways in 
which we can use our resources. But, for a book by economists, there is 
singularly little recognition here of the problem of choice in a society. How 
can the people of a community be made aware of the cost in opportunities 
foregone of all the wonderful things the authors would like to use resources 
for? How can their views be sought as to when more electric power and 
more apartment houses are no longer worth the automobiles and movie 
palaces they must give up to get them? What mechanism can we invent to 
insure that such decisions are really made by the people and not by bureau- 
crats and “experts”? There is no mention of this problem in the book. 

It is certainly true, as many of these authors insist, that the private price 
system is not the effective machinery for making some of these decisions 
that the nineteenth-century economists hoped it was. Should we not, then, 
be giving a little more thought to the substitute? It is not enough to say 


maslet that “the best available medical care should not be denied to any citizen” 
(Bowles, p. 27), or that “if health is worth having it is worth having now” 
this (Berle, p. 55), or that “water and power resources should be developed to 
ravels the full” (Nau, p. 122), or that we should exploit “every potential kilowatt 

of hydro-electric energy” in the West (Garnsey, p. 133), or that “large 
rot 2 funds” should be made available for “redevelopment of in-town blighted 
nplay- areas” (Greer, p. 200). These needs should be called compellingly to public 


| ttention, as these essays do. But the Welfare State must, if it is to be demo- 
ut all cratic, find better solutions than quadrennial elections for the problem of how 
'o make governmentally allocated resources satisfy the values of majority 
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and minority consumers and not merely those of contributors to a ; 
posium. 

It is probably true, as these authors frequently suggest, that high pres 
sure salesmanship induces us today to spend too much on tobacco and to 
little on medical care, but there is a point beyond which we do not want ; 
give up cigarettes for an extra pint of milk or a shade whiter teeth, anj 
the Welfare State will neglect the search for that point at its peril. 

The eat-your-cake-and-have-it-too implication of some of these essays 
an understandable consequence of their preoccupation with both cyclical a 
secular deficiencies of effective demand. The opportunity cost of any use 
of resources appears to be zero or negative if the alternative is unemphoy. 
ment. “The combination of unemployed money and unemployed men { 
reclaim many regions like the Tennessee Valley is, we hope, assured” (Harris 
p. 8). But of course the alternative need not be ‘unemployment, but may | 
more houses, more clothes, or more pulp magazines. There is little suggestion 
in this book that this problem exists. It is no defense to point out that pub- 
lic investment can be highly productive and thus need not require any 
sacrifice in the long run. The same thing is true of private investment 
There remains with both a real problem of how much consumption we wil 
forego meanwhile. 

One section of the book is devoted to essays by Alvin Hansen, Lori 
Tarshis, George Soule, Lester Chandler, and Seymour Harris on why and 
how demand and employment must be stabilized. This, as might be ex- 
pected from these authors, constitutes a very well stated primer of the 
theory of income and employment and its applications to fiscal and monetary 
policy, inflation, and the farm problem. Here again, my principal complaint 
is that it all sounds too simple. If Lincoln Steffens was right in insisting 
that the main function of education is to teach not what is known but what 
is still unknown, this would not be a fruitful text. In spite of Gilbert’s gener- 
ous admission that “we do not know everything yet,” the book leaves the 
reader unaware, for instance, of the confusion in our theories of general 
wage and price movements or the inadequacy of current analysis of the rela- 
tion between monetary policy and liquidity. There is no hint of our abysmal 
lack of empirical knowledge as to just what factors have an important effect 
on investment spending or our uncertainty as to how consumption is related 
to income. 

Indeed, on this last point, many of these authors have no uncertainty a 
all. They take it as so firmly established a truth that redistribution in favor 
of low incomes (frequently identified with aggregate wages) will expand tota 
spending that they do not have to explain, much less defend, this propos: 
tion. Bowles speaks as though everybody knew that maldistribution was ' 
sponsible for the 1929 crash. Berle says of the fact-pursuing liberal that 
has a pretty clear idea that these evil times are somehow connected wi! 
the phenomenon of badly distributed national income; and he has learneé 
that, in proportion as the standard of living of the lower income groups © 
raised, the violence of ‘boom’ and ‘bust’ is relieved.” Harris relies on ™ 
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ion as a major element in stabilization policy, and Schlesinger and 


ym “Ibert both imply that making taxes steeply progressive will greatly increase 
res- consumption. Keyserling’s concept of balance in the wage-price structure 
too seems to refer principally to the notion that such balance is necessary to 
t to prevent oversaving. 
and ' The reputation of the “science” of economics is surely not enhanced by 
setting down propositions as untested as these as though they were among 
§ is the axioms of our so-called discipline. In the first place, at least a reputable 
segment of the profession does not accept them; in the second place, there 


is some admittedly sketchy evidence that they are not quantitatively very 
important even if they are qualitatively correct; and thirdly, and most im- 


portant, no really good or reliable evidence that could be said either to 
prove or disprove them has yet been published, so far as I know. 

Many statistical studies of the consumption function appear to indicate 
tion 1a irginal propensity to consume of individuals is fairly constant 
Dub. wer a wide range of income. If this is so, redistribution between persons 
any should not greatly affect total consumption expenditure. Shifts from cor- 
rent porate to private income are perhaps more likely to stimulate consumption, 
wil it in view of the importance of retained earnings as a source of funds for 

. i nt, such shifts may well depress investment by as much as they 
Ait ' stimulate consumption. I am not saying that these possibilities are any more 
and demonstrable than those the authors assert, but merely that our evidence 
» eX: as to the determinants of consumption expenditure is slight, unreliable, and 
the ' conflicting. To take unverified hypotheses, stated as proven fact, as the 
atary basis for policy proposals is to be guilty of the kind of irresponsibility with 
laint {i which social scientists are always being charged. This is not an argument 
sting against income redistribution, which I incidentally happen to favor, but a 
what §% plea that it be defended on somewhat more honest and scientifically reputable 
ener grounds 
s the The horn of the Harris Reviewer’s Dilemma which I have seized has pre- 
neral vented me from saying much about the pieces in the volume which are less 
rela- representative of its general flavor. These include a brief plea for more anti- 
smal ‘rust eniorcement by Berge, an excellent little piece on foreign economic rela- 
effect tions by Lerner, balanced appraisals of the Taft-Hartley Act and the social 
lated security problem by Dunlop and Witte, respectively, and a very polished 

ISCUss] literature and liberalism by Howard Mumford Jones which 

ity at makes the reviewer aware, by contrast, of how badly economists write. I do 
favor not jeel as unhappy about my neglect of these essays as I might if they were 
total ‘onger and if their authors had therefore had an opportunity to develop 
oposi: 4 more meaty thesis. It is to be hoped that in the future Mr. Harris will 
as Te check his tendency to collect larger and larger numbers of shorter and 
t “He shorter essays into more and more frequent volumes, and that we shall be 
| with spared the logical climax of the present trend—a volume of aphorisms en- 
earned titled “The Wisdom of Many, Many People.” 
ups I Max MILLIKAN 


on te Massachusetts Institute of Technology 
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Business Fluctuations; Prices 


Teoria e Politica della Piena Occupazione. By VittoR1I0 MarRama. (Rome 
Universita di Roma—Facolta di Giurisprudenza, Instituto di Economia ¢ 
Finanza. 1948. Pp. 302. L. 1200.) 


Vittorio Marrama is known to American economists through his papers in 
Economica and The Review of Economic Studies. In the present book he con. 
firms the impression of ability that readers of these articles will have formed 
and reveals as well an extraordinary acquaintance with the literature of his 
subject. The object of the work is to present a critical reconstruction of full. 
employment theory and policy in the light of the principal developments in 
the Anglo-American, and in particular the British literature since 1935 
Although the study is intended chiefly as a contribution to Italian though 
there is much in the book that will be of interest to American readers. 

The work is divided into three parts. Part I, entitled “Equilibrium, Price 
Flexibility, and Full Employment,” first deals with the conditions of full- 
employment equilibrium under static assumptions, with particular reference 
to the treatments of Pigou, Hicks, and Lange. The Wicksellian analysis js 
then introduced, and this is followed by a discussion of the instability of full- 
employment equilibrium under conditions of uncertainty. Hicks and Lange 
are again the major objects of attention, though the contributions of Marschak 
Shackle, and Hart also come in for consideration. 

Part II, called “Effective Demand and Full Employment,” is composed oi 
four chapters dealing successively with fundamentals of the Keynesian theory, 
economic maturity, the Ricardo Effect, and dynamic models of the Kalecki- 
Kaldor type. 

Part III consists of three chapters on full-employment policy. The first of 
these is concerned with the problem of stabilization of effective demand, and 
surveys the efforts at national balance sheet construction that have been 
made in Britain and America. The other two chapters consider in detail the 
questions of means, consequences, and limits of a policy of full employment 

Four appendices to the study add considerably to its value. These 
entitled respectively: “Inadequacies of the Traditional Theory of General 
Equilibrium,” “Recent Developments of the Theory of Interest,” “‘Demo- 
cratic’ Planning in Great Britain,” and “Reflections on the Problem of Em- 
ployment in Italy.” 

The principal conclusions of the study proper are as follows (pp. 241-45 

1. The doctrine of full employment has ample justification from ‘e 
theoretical point of view, but the economic policies implied by the doctrine 
involve many and serious difficulties. 

2. Outside the English-speaking countries, the Anglo-Saxon doctrine 
full employment is applicable only where similar economic structures éx!s! 
Otherwise, substantial qualifications must be admitted. In Italy, for examp< 
(Appendix IV), unemployment is due mainly to a fundamental shortage © 
capital, and what is wanted is increased productivity rather than a highe! 
propensity to consume. 

3. Whatever the structure of an economy may be, successful full-employ- 
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ment policy requires the fulfillment of certain general conditions. The State 
must be regarded as responsible for the maintenance of at least high-level 
employment; it must be possible to coordinate general economic activities 
consistently with this object; public finance must be susceptible of subordina- 
tion to the larger end; and theoretical and statistical research must go for- 
ward, particularly with reference to national income and aggregate saving. 


To anyone who reads Italian without great difficulty this book may be 
recommended. The non-specialist will find it an excellent survey of recent 
-work on the subject. Virtually nothing that falls within the scope of the study 
has been overlooked, and the author displays a thorough mastery of his great 
mass of materials. For the specialist, there is food for thought in the numerous 
discerning judgments of the author that cannot be discussed in a brief review. 
RICHARD V, CLEMENCE 
Wellesley College 


Les Crises de Reconversion et la Politique Economique d’Aprés-Guerre. By 
ALAIN BARRERE. (Paris: Librairie Marcel Riviére. 1947. Pp. 199. 230 
fr.) 

Professor Barrere, of the University of Toulouse, has divided his timely 
work into two main parts; the first deals with the theory of reconversion 
crises, and the second with policies relating thereto. 

Although the author emphasizes the crisis stage, he is also briefly con- 
cerned with the other stages of a complete cycle from depression to recovery, 
boom, and crisis. 

The first thesis of the book is that business cycle theory is inadequate to 
explain the economic disturbances which historically follow major wars. There 
is required, therefore, a special theory which, although not unrelated to 
business cycle theory, is endowed with peculiar characteristics which amply 
1 the justify its separate existence. 

Barrére’s account of the cycle which follows modern wars can be briefly 
summarized. First there is a brief depression which is the result purely of 
technical difficulties encountered in demobilizing the war economy and re- 
converting it to peacetime uses. This period is both short-lived and mild, 
with rising prices and increasing retail sales and obviously little similarity 
to the depression phase of the normal business cycle. 

There follows a period of rapid expansion, which begins as soon as industry 
's reconverted and able to produce consumer goods. The primary character- 
istics of this phase are the sudden release of pent-up demand for consumer 
goods (especially the durable variety) and rising prices. These events are the 
natural consequences of the war period, during which income was increased, 
consumption restrained, and money and credit supply greatly expanded. Pro- 
duction of consumer goods is unable at first to meet the accumulated demand, 
ve of so that a rapid rise of prices ensues. 

higher The author lays great stress on the point that the reconversion boom is 
ed by the consumer-goods field, in contrast to the business cycle boom which 
nploy- ‘s sparked by an increase in the demand for capital goods. 
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The crisis stage is brought on by the satiation of demand for durabje 
consumer goods. An important role in this connection is attributed to the 
rising prices which, on the one hand dissipate liquid savings and lead 
consumer resistance and, on the other hand, encourage speculation. Specula- 
tive demand, with the aid of easy credit, sustains the high-level production 
until it becomes apparent that consumer demand is declining, at which point 
speculative demand also falls off and depression ensues. 

Both the expansion and contraction phases of the reconversion cycle are 
marked by their brevity and their intensity. With appropriate policies the 
integration of the reconversion cycle into the business cycle can be accon- 
plished without great difficulty. 

Examining the reconversion policies followed by the United States, Eng. 
land and France after both world wars, Barrére concludes that, in the case 
of the United States at least, the basic difficulty was the conflict between 
the desire quickly to remove wartime controls and return to noninterven- 
tionism and the desire to prevent a reconversion crisis. As a consequence o/ 
compromise between these objectives, only half-measures were taken, a 
severe depression occurred in 1920-1921 and, referring to the United States 
in 1946, a “depression appears inevitable sooner or later.” 

In general, Barrére appears to recommend the maintenance of necessar\ 
economic and monetary controls to prevent speculative price increases, and 
the adoption of anti-cyclic government investment programs. 

Professor Barrére’s book is of interest, not for the introduction of an) 
important new ideas, either in the field of theory or practice, but because of 
its timeliness in reviewing the weaknesses of reconversion policies. Although 
he concluded in August, 1946 that a (reconversion) depression in the U5. 
was sooner or later inevitable, in an appendix dated May, 1947, it is stated 
that the United States has succeeded in controlling “rather happily” the 
development of the boom. If Professor Barrére could add another appendix 
on this subject now, one wonders what his comments would be. 

D. A. SNIDER 


Miami University 


Money and Banking; Short-Term Credit; Consumer Finance 


Monetary Theory and Fiscal Policy. By Atvin H. HANSEN. (New York 
McGraw-Hill. 1949. Pp. ix, 236. Price $3.00.) 

The purpose of this book, which is “devoted mainly to the subject 

money,” is to supplement the standard texts on money and banking. It § 


one of the Economics Handbook Series, and, as the editor says, will be use - 
ful to teachers of courses in money and cycles. Of the fifteen chapters, = 
first six deal with the relation of money to income, and state the case \0! In 
preferring the income theory to the quantity theory. (Rather too oiten . 
attack is directed against the discredited “crude” quantity theory.) ™ ne 


income approach is represented as involving analysis of cost and aggrega 
output as well as aggregate demand and income. This leads the author, 
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four chapters, to consider the interrelationships btween costs, wages, employ- 
ment and prices, including a chapter each devoted to Keynes’ theory of 
noney and prices and to factors making for price “stability” over the past 

150 years. The réle of money in relation to fiscal policy is next discussed 
(Chaps. 11 and 12), followed by a treatment of the limitations of a stabiliz- 
ing budget through built-in flexibility, and a brief for a managed compensa- 
tory fiscal policy in Chapter 13, Public and private expansion alike must 
be accomplished by an increase in the money supply, and it is argued (Chap. 
14) that the latter cannot occur without an increase in the public debt. A 
final chapter is devoted to international monetary cooperation. Owing to 
extremely wide coverage in a short space, undergraduates (and even grad- 
uate students) are not always provided the background needed to appreciate 
fully what is being debated. The volume is much more a highly stimulating 
and pr )vocative monograph than a handbook. 

Granted the lack of stability in the relation between money and income, 
which implies that the banking system cannot count on increasing incomes 
by augmenting the money supply, expanding income nevertheless requires 
an increase in M. The long-run problem is to maintain the “amazingly 
stable” rate of increase of the past (pp. 4, 140-42) to correspond at least 
with the probable rise in real incomes (p. 194), taking into account the 
possibility of a continuance of the decline in income velocity characteristic 
of the last 150 years (brought about largely by the desire of the public to 
increase the proportion of income held in the form of money as real income 
rose.) This cannot be accomplished passively. A substantial rise in the public 
debt appears to be necessary, because (1) under our monetary system a rise 
in the money supply requires a rise in bank assets, (2) the experience of 
1920-1947 casts doubt on the likelihood that private investments of banks 
will increase rapidly enough, and (3) savings institutions will not yield their 
government securities to the commercial banks. 

The weak link in this chain seems to be the selection of 1920-1947 as a 
basis for predicting the future. Between depression and wartime controls 
the power of the banks to lend, not much scope has been accorded 
the banks to perform an operation which during a good part of the time 
Was not needed, and during much of the remainder was largely taken out of 
their hands. In any event, those “who talk glibly about a continued reduction 
in the public debt” (p. 196) might, in reply to Professor Hansen, advocate 
the replacement of a sufficient amount of maturing debt with a “tailored 
issue,” available to the banks alone. This should not be an impossible institu- 
tional change. If it is answered that this deprives the savings institutions of 
earning assets, it may be pointed out that the problem then becomes not 
the technical one of an adequate money supply, but rather how to stimulate 
inve stment. 

‘The importance attributed to the money supply in supporting the growth 
oi real income opens up the problem of the achievement of the “right” 
amount of money. A survey of the alternatives is presented in Chapter II, 
Which is the main link between the present volume and a standard text in 
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money and banking. It is made clear that an increase in the volume of money 
may not by itself increase income. In fact, causality runs in the opposite 
direction. (But at one point it is affirmed that income and the ra.e of inter. 
est “are mutually determined” by the quantity of money, the schedules of 
marginal efficiency and liquidity preference, and the consumption function 
[p. 81].) The “crude” quantity theory held that of an increase in M, none 
would be held idle (p. 57). It overlooked the effect of reductions in the 
interest rate on this willingness of businessmen to get along with smaller 
balances. But though the quantity theory ignored the relation of the interest 
rate to the demand for money, we are warned to guard against a too rigid 
adherence to the liquidity preference theory. Productivity and thrift “have 
very much to do with the rate of interest,” though indirectly (p. 81). 

It is worthy of note that Professor Hansen rejects the importance of the 
activation of idle money (and conversion of near money to money) both 
at the beginning of an upswing and during a period of inflation in the mone 
supply. At the bottom of a depression, it is argued, income and planned 
saving are so low that bank financing is necessary whether recovery is pro- 
ceeding by way of either public or private investment. A rapid recoven 
must ordinarily be financed out of new money. There are no excess saving: 
in depression (p. 187); and if financed out of idle money, new investment 
will cause the rate of interest to rise “more or less,” which will prevent the 
full leverage effect of increased investment. It would indeed appear reason- 
able that if a large volume of deposits is destroyed during a depression, these 
deposits will have to be restored during the subsequent recovery. But the 
analysis seems to give too much emphasis to the réle of the money supply, 
and this owing to the importance and behavior ascribed to the interest rate 
One would suppose that the interest-elasticities of the liquidity preference 
function and of the investment and consumption functions would be such 
during periods of much unemployment that (1) borrowing from idle bal- 
ances would not raise the interest rate much, and (2) the dampening effect 
on investment and consumption of the rise that did take place would be 
small. The same objection applies to the author’s treatment of the role 0! 
the money supply when price controls were abolished in 1946 (see below 

The income theory is next discussed with reference to the views of Tooke, 
Wicksell, Aftalion, and Keynes. This approach regards changes in aggregate 
demand as the initiating force, giving effect to changes in quantity of money 
by way of output, wages and prices (p. 118). By starting with income, the 
possibility of incorrect analysis arising out of variations in the relation be 
tween the volume of money and income is eliminated. Finally, the income 
theory is more revealing, in that by giving up the mechanical quantity 4 
proach, attention is directed to the reasons for investment decisions, a0 
therefore to the reactions of costs and supply to changes in the size of the 
income flow. This analysis is carried out in Chapters 7 and 8, with particular 
reference to the possibility of undercapacity, sharply rising marginal ©: 
curves, and abnormal profits, which, if diverted to wages, only raise demand 
curves and profits still more. The conclusion is reached that capacity doe 
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tend to adjust itself to peak outputs. But if booms are lacking to absorb 
the labor force, this result can be accomplished by a full employment policy 
“on a basis such that people expect it to persist” (p. 113), It may be asked 
how far the government would have to go in guaranteeing full employment 
in order to make businessmen willing to expand plant and equipment. One 
other point should be brought out with respect to Professor Hansen’s 
treatment of inflation at full employment. Labor is not regarded as a bottle- 
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- neck (other inflationary forces being absent) because of the flexibility pro- 
ie vided | among other factors) by the 4 to 5 per cent turnover associated 
rigid with full employment (p. 113-14). But can full employment reduce sub- 
“sell stantially the assumed average of 5 weeks that it takes a worker to find a 
new job? Even if this could be counted upon, we should have to change our 
t the definition of full employment as this source of labor flexibility was tapped. 
both The discussion of wages and prices in Chapter 8 gives the author an op- 
te portunity to assert his view as to the proper point to break the income- 
rae expenditure circle. The result does not seem entirely satisfactory. “If an in- 
ma flationary price movement is allowed to develop” (p. 115), efficiency wages 
‘and will rise, and a new plateau will be established, around which the rest of 
ion the price structure revolves, But in the case given prices, not wages, rise first. 
we Is it argued that an increase in the quantity of money cannot contribute to 
the rising prices, including wages? Apparently not, for (p. 117, note 1) “The 
oe removal of price controls in July, 1946, among other factors, led to wage 
ats advances that have placed us on a new level of /abor cost (author’s italics) 
° the —the foundation for a new high plateau of prices.” But why did this oc- 
aol, cmt Obviously because of the release of spending pressure generated in an 
ate earlier period of increased quantity of money (including near money) that 
wound pushed up all prices including wage rates. The direction of causation is that 
en posited by the quantity theory, not the reverse. And unless wages are the 
a tad only sticky prices (how about supported farm prices?) why not speak of a 
effect higher plateau of general prices, including wage rates? 
iid be Limitations of space prevent the detailed comment throughout that this 
le of book deserves. Having summarized in Chapter 9 the argument of Chapter 21 
“- (The Theory of Prices) of the General Theory, the author goes on in Chap- 
Tooke, ter 10 to consider the factors that may have been responsible for what he 
iasiahs calls the reasonable stability of wholesale prices during the period 1800 to 
ne 1914. (In the same paragraph he states that prices fluctuated “considerably, 
mg and at times rather violently” [p. 143].) This “stability” is explained 
ion be- largely by the circumstance that entrepreneurs are under pressure to reduce 
von costs. Thus profits rise. If part of the rise in profits is passed along in the 
ae iorm of price reductions, in a dynamic society, a greater amount will be 
age spent than before for new products, which will be a reason for the reduc- 
of the tions actually to be made. But against this secular decline in the prices of 
-iculat new products must be set the price rises in declining industries. For part of 
al cost the pronts will be passed on in the form of wage increases. This forces the 
semnand ‘ss progressive industries to raise prices. “The balance of these forces tends 


ty does to produce a fairly stable general level of prices” (p. 145). But what hap- 
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pens to sales when the stagnant industries raise prices? Many of these indus. 
tries must in any event be making products that are gradually being super. 
seded. There would not appear to be much significance, for a general price 
index, in the prices of the products of declining industries, or industries 
which encounter diminishing sales due to the rise in prices. 

Though principally concerned with the rdle of money in economic fluctua. 
tions, Professor Hansen has something to say of the part played by fiscal 
policy. The latter is regarded as a much more effective and less dangerous 
method of control than is monetary policy. The enormous rise in federa| 
expenditures and taxes since 1940 leads the author to ask for a reconsidera. 
tion of the possibilities of anticyclical public investment. But he points out 
that the built-in flexibility of the stabilizing budget proposed by the Con- 
mittee for Economic Development does not go far enough; large declines in 
income can occur with fixed expenditures and fixed tax rates, even if the tax 
system is steeply progressive. Our economy does not fluctuate mildly about 
a high level of employment. Economic activity proceeds by spurts of av- 
tonomous investment that are self-limiting, and compensatory action is neces- 
sary. To this end it is recommended that, within limits specified by Con- 
gress, the executive branch be given authority to offset fluctuations in incom 
by adjusting income tax rates. Since this book undertakes to recommend 
actual policy, the question may be pertinently asked whether an executive 
responsible to the electorate can afford to assume this power in the absence 
of better means of recognizing changes in the direction of output and en- 
ployment than are available at the present time. 
Kenyon E. Pootz 


Northwestern University 


Public Finance 


Finansprocessen i det gkonomiske kredsléb (The Fiscal Process in the Cir 
cular Flow). By JorceEN Grettinc. (Copenhagen: Forlaget for Vider- 
skabelig Litteratur. 1948. Pp. 304.) 

In the Scandinavian economic literature much attention has in recent years 
been devoted to problems of fiscal policy. Best known in the Anglo-Saxon 
world are perhaps the works of Myrdal, Lindahl and J¢grgen Pedersen. To 
this series of studies has now been added an interesting doctoral disserta 
by Jérgen Gelting of the University of Copenhagen. Briefly the book ¢ cat 
be characterized as an attempt, along Keynesian lines, to analyze the inter 
play between the public and the private sectors of the economy. Althouga 
the main emphasis is on the “circulation” effects, part of the study is de 
voted to an analysis of the “discriminatory” effects of individual taxes 

In the main theoretical chapter that has given the title to the book, 
Gelting undertakes a very penetrating and systematic analysis of the rela 
ships between the fiscal process and the level and components of the national 
income. His key concepts are public “expenses” and “revenues” that at 
defined respectively as any public payments and receipts that the privalt 


nu 
sector considers as additions to or subtractions from their incomes. The 
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definitions present certain difficulties. In individual cases it is often difficult 
to draw a clear distinction between, say, those public expenditures that 
generate and those that do not generate incomes. It seems to be partly a 
question of the length of the period under investigation; in the long run 
most public expenditures might reasonably be expected to have some income- 
venerating effect. A great many multiplier formulas are presented in the 
chapter; if all the variations of the basic models are included, we get close 
to one hundred multipliers, probably an all-time record in the literature. 
Most of the models are static, but he does include a few dynamic systems 
that are inspired by Kalecki. While many of the results are familiar to 
students in this field, other findings are not. Thus, his analysis of the 
balanced budget is in my opinion superior to the discussion that took place 
a few years ago in Econometrica. Gelting’s own ideas in this field were, by 
the way, first developed in an article published in Nationalgkonomisk 
Tidsskrift in 1941. 

To characterize his methods further, it should be pointed out that he 
relates the various propensities (or leakages) to money income rather than 
real income. This procedure is perhaps justified for direct and indirect taxes 
as well as for imports; it is a question though whether the propensity to 
save is not more closely correlated with real income. The material presented 
in the book is not conclusive on this point, and American investigations do 
not seem to confirm his assumptions. One final remark must be made about 
this part of the analysis: while most of his multipliers are basic or pure, 
there are a few instances of what Samuelson recently has called “pseudo- 
multipliers,” #¢., income variations have been related not to changes in 
parameters but to resulting changes in other variables of the system. 

The following chapters discuss the interaction between fiscal and monetary 

cy and also the special problems raised by relations with other countries. 
This last aspect is of course of obvious importance for a country like Den- 
mark. There is a penetrating analysis of how to accomplish a given change 
in national income through different combinations of exchange rates, fiscal 
"and interest rates, assuming the maintenance of a balance-of-payments 
equilibrium. 

In my opinion, the book represents one of the most systematic and useful 
surveys in the field of fiscal policy. It is unfortunate that the language 
atriet will severely restrict the number of readers, and it is to be hoped 

hat the author will publish some of his more important findings in English 


or American journals, 
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International Economics 


ECONOMIC PUBLICATIONS OF THE UNITED NATIONS 


he 
wane cretariat of the United Nations has published several economic 


dies since it was organized in 1946, in addition to the considerably larger 


} number of informal reports it has made and extensive assistance it has 
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rendered to various United Nations bodies, particularly the Economic and 
Social Council and its various commissions. 

The present writing is designed to provide an indication of the nature of 
the principal economic publications of the Secretariat itself. Some of these 
publications represent continuations or completions of works undertaken 
by the League of Nations Secretariat, but most have been initiated by tie 
United Nations. Reference is made to the periodic UN publication, Direc. 
tory of Economic and Statistical Projects, a useful guide to UN economic 
studies completed and planned.’ 

The first comprehensive economic report published by the United Nations 
Secretariat was Salient Features of the World Economic Situation, 1945-47 
(January, 1948). This report provided the basis for the Economic and Social 
Council’s first annual discussion of the world economic situation, in Febrv- 
ary, 1948. The principal statements of the Council members were published 
in a Supplement to the Economic Report in March, 1948. Henceforth, it 
is anticipated that the major annual economic report will appear in the late 
spring, and be used by the Council principally in its summer session. One 
interim report on economic conditions, Selected World Economic Indice; 
was published in July, 1948, primarily for the seventh semi-annual session o/ 
the Economic and Social Council, and a second, Major Economic Change: 
in 1948, was published in January, 1949, just prior to the eighth session 
of the Council. 

These general reports suffer from a deficiency of data for many paris o/ 
the world, from the haste with which they have had to be prepared, and 
from some uncertainty as to just what they should contain in the way o! 
description, analysis or prescription. The availability of statistical and other 
information on the United States has caused the reports to give undue 
emphasis, at least superficially, to the United States as an element in the 
world economy. The table of contents of the first report, Salient Featur 
of the World Economic Situation, 1945-47, gives a good indication of the 
nature of these reports: “The World’s Supply of Commodities,” “Intema- 
tional Trade and Credits,” “Production Bottle-necks,”’ “Inflationary Pres- 
sures,” “Regional Economic Conditions,” “The World Food Situation,” “The 
European Coal Situation,” “The World Transport Situation,” “World Man- 
power Problems,” “Progress of Economic Development,’? and “International 
Action in the Economic Field.” 

Regional economic reports have been made or are in process by the parts 
of the UN Secretariat attached to the three existing regional economic com 
missions. Two notable reports have been produced by the Secretariat of the 
Economic Commission for Europe and first surveys are in preparation for 
the Economic Commission for Asia and the Far East and for the Economic 
Commission for Latin America. A Survey of the Economic Situation and 


? The writer wishes to note the cooperation of the UN Department of Economic Afiairs 
in the preparation of this review. 
*This chapter was drawn largely from a Secretariat publication entitled Econom 
Development in Selected Countries: Plans, Programmes and Agencies (October, 1947) 
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Prospects of Europe, published in March, 1948, and Economic Survey of 
Europe in 1948, published in May, 1949, are by far the most distinguished 
UN economic publications thus far. They have been prepared under the 
general direction of Gunnar Myrdal, executive secretary of the ECE, by the 
staff of the Research and Planning Division, headed by Nicholas Kaldor 
and Hal B. Lary. 

The March, 1948 report covered European production, trade, and bal- 


ances of payments on a factual basis, and analyzed the major problems of 
inflation, intra-European trade, and production bottlenecks. Both this report 
and its May, 1949 counterpart were reproduced as Congressional committee 


documents because of their bearing on the European Recovery Program. The 
second report is even broader in scope, with chapters on “The Progress in 
Production,” “The Progress Towards Internal Equilibrium,” “The Rate of 
Capital Formation,” “The General Pattern of Trade,” “Prices in Interna- 
tional Trade,” “Balance of Payments and Trade with Overseas Countries,” 
“Intra-European Trade and Payments,” “The Progress in Planning,” “Prob- 
lems and Prospects.” A magnificent array of tables is provided in this report. 
Special mention might be made of the two-way table on “The Network of 
Europe’s Trade by Individual Countries.” 

Both of these ECE reports are extremely well written, contain extensive, 
well-organized material on the European economy, and reflect the high 
technical competence of the staff. They are indispensable reading for persons 
concerned with European economic problems. To admire the general excel- 
lence of these reports is not necessarily to agree with the policy conclusions, 
implied or expressed. For example, through both reports runs the theme that 
the responsibility for attaining balance-of-payments equilibrium by the vari- 
ous European countries rests largely with the United States. The gist of 
the argument is that if the United States is not going to take special pains 
to import European goods (or organize a triangular system to the same 
effect), and if the United States is not going to make capital (or grants) 
available on terms acceptable to the European countries, then any failure of 
the European countries to restore general currency convertibility and multi- 
lateral, nondiscriminatory trade will be the fault of the United States. “The 
only feasible alternative would be for the United States to plan ahead its 
long-term lending to the rest of the world in a manner that would generate 
a predictable and reasonably steady flow of dollars to the outside world and 
thus permit the restoration of international currency convertibility” (May, 
1949 report, Chap. 9, p. 21a, preliminary edition). There may or may not 
be a good basis for an outflow of capital to Europe from the United States 
after the Marshall Plan period, but to use the possible lack of such an out- 
‘low, or its uncertainty, or its irregularity, as reason for maintaining strict 
currency and trade controls is tantamount to saying that these controls 
should be maintained and/or American aid continued for one reason if not 
ior another. The reports contain many variations on this theme. 

One other criticism might be mentioned. A surprisingly crude analysis is 
made in Chapter 9 of the May, 1949 report of the commodity composition 
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of Europe’s trade in relation to that of the United States. A reality is at. 
tributed to the categories of commodities, “manufactured goods,” “food,” 
“raw materials,” which leads the authors to the curious view that there can. 
not be two-way trade between two countries of commodities which happen 
to fall within one of these arbitrary categories. Carried to the extreme, this 
view would be that a country only buys commodities from abroad which 
it cannot make at all at home. It is rather shocking to find this pre-Ricard- 
ian view implicit in an otherwise highly sophisticated piece of economic writ. 
ing. However, this is a minor blemish, when set against the excellent analysis 
of the Western European payments scheme and the terms of trade, to cite 
two examples on the plus side. 

The remainder of this review is devoted to brief descriptions of other 
UN Secretariat publications of general interest to economists. 

Survey of Current Inflationar-- and Deflationary Tendencies (Prepared 
by the Division of Economic Stability and Development of the United 
Nations Department of Economic Affairs [Lake Success, N.Y., Sept., 1947], 
86 pages). This survey analyses for selected countries the problems of de- 
ficiency or excess in effective demand which may lead to unemployment or 
inflation. The survey considers that the factors which contributed to the 
high level of demand in the United States in the postwar period were (1 
the high rate of consumption of durable goods, of business investment in 
plant and equipment and of residential construction, resulting on the one 
hand from pent-up demand and, on the other, from the improving supply 
position; (2) large net exports, resulting from urgent needs of foreign coun- 
tries and financed in large part by loans granted by the United States govern- 
ment; and (3) the rise in inventories—which had been low in relation to 
shipments—to levels approximating the prewar relationships. The survey 
notes that some of these factors may decline in significance and the situation 
may be altered materially by important changes in governmental policy with 
respect to foreign loans and domestic taxation. In devastated Europe, the 
rate of public and private investment to meet reconstruction needs was 
higher in relation to national income than before the war. Postwar taxa- 
tion and imports of capital from abroad left the portion of investment to 
be financed by saving at home at a higher level in relation to national in- 
come. However, a number of reasons contributed to the tendency to save 
less than before the war, including the lack of confidence in the value of 
money; the low volume of per capita consumption, especially of necessities; 
and the large pent-up demand in terms of liquid savings accumulated during 
the war. The scarcity of food and of coal, which hampered the production 
of consumer goods, was the main factor in determining the supply position 
Some countries, such as the United Kingdom and Yugoslavia, attempted to 
combat inflation by a comprehensive system of controls and rationing; others, 
such as France, Italy, and Poland adopted partial controls only. During the 
war and postwar period, the underdeveloped countries of Latin America 
and Asia experienced a great increase in demand which led to inflationary 
pressure, because the supply, especially of agricultural goods, was relatively 
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inelastic. In India, the initial rise in demand during the war was due largely 
to an increase in government expenditure which was not financed by taxa- 
tion: in Latin America, it resulted primarily from a large increase in exports 
which was not balanced by an increase in imports. Inflationary pressures 
continued in both these regions as a result of pent-up demand for investment 
and consumption goods, the large government deficit in many countries and, 
in Latin America, the high level of exports after the war. 

Post-War Shortages of Food and Coal. (Prepared by the Division of Eco- 
nomic Stability and Development of the United Nations Department of 
Economic Affairs [Lake Success, N.Y., July, 1948], 37 pages.) This report 
is a statistical and economic analysis of postwar shortages of food and coal 
and their effects on the world economic situation. These basic shortages con- 
siderably impeded reconstruction and directly or indirectly were the main 
elements in the scarce supply of consumer goods and thus were responsible, 
to a great extent, for the strong inflationary tendencies prevailing in many 
countries. This study calculates the shortages in a specific sense: the food 
shortage is measured in relation to prewar standards of per capita consump- 
tion in terms of calories; the shortage of coal is measured in terms of the 
decline in consumption in relation to requirements for industrial production, 
transportation and domestic use on the basis of prewar standards. Practi- 
cally all of Europe and Asia suffered a decline in per capita production and 
consumption of food in terms of calories and a deterioration in the quality of 
the diet. In 1946-47, the consumption deficiency, measured in calories per 
capita, amounted to about 18 per cent of the prewar level for the deficiency 
area (excluding China and the Union of Soviet Socialist Republics). World 
production and consumption of coal in 1947 was at about the 1937 level, but 
in Europe and Asia production was considerably below prewar levels, while 
United States production was about one-third higher than the prewar output. 
European coal output for 1947 (excluding the USSR) was 18 per cent below 
the 1937 level. Although exports of coal from Europe declined and imports 
to Europe increased, coal consumption fell by 12 per cent. 

Measurement of National Income and the Construction of Social Ac- 
counts. (Report of the Sub-Committee on National Income Statistics of 
the League of Nations Committee of Statistical Experts [United Nations, 
Geneva, 1947], 116 pages.) This report contains Committee recommendations 
on methodology with respect to the measurement of national income and 
on table forms by which estimates for component items can be developed 
on a comparable basis for all countries. It includes a detailed appendix on 
the definition and measurement of the national income and related aggre- 
gates, such as national product, expenditure, capital formation, saving, bal- 
ance of payments. 

Note on Balance of Payments Statistics. (Report drawn up by the Sub- 
committee on Balance of Payment Statistics of the League of Nations Com- 


* Publication of this report and the next two listed was undertaken by the United Nations 


after approval of the Economic and Social Council, upon the recommendation of the UN 
Statistical Commission. 
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mittee of Statistical Experts [United Nations, Geneva, 1947], 26 pages.) 
The League of Nations drew up a classification of items entering into inter. 
national balances of payments in the early 1920’s. This classification, which 
was applied in the annual balance-of-payments volumes issued by the League 
up to the war, was found lacking in certain respects during the 1930's, and 
the question of preparing a new classification was referred to the League's 
Committee of Statistical Experts. The present publication summarized the 
findings of the experts, who continued their work during the war. Their 
proposal may be regarded as a forerunner of the Balance of Payments Man. 
ual issued in January, 1948 by the International Monetary Fund, which 
now is in charge of the international work in this field. The principal 
changes in the Fund’s Manual can, in fact, be traced to the Note on Bu- 
ance of Payments Statistics prepared under the direction of the League’: 
experts. 

Balances of Payments 1939-1945. (Prepared by the Secretariat of the 
League of Nations [United Nations, Geneva, 1948], 207 pages.) This study, 
largely completed by mid-1946, concludes the League’s series of balance-o/. 
payments reviews. It contains balance-of-payment estimates during the war 
years for each of 24 countries and, for certain countries, summary tables o/ 
their international accounts, from the early 1920’s to 1945, inclusive. Av- 
thoritative information concerning outstanding international liabilities and 
assets of the countries is given when available. Explanatory information on the 
computation of the statistics is also presented. 

Public Debt 1914-1946. (Prepared by the Fiscal Division of the United 
Nations Department of Economic Affairs from information provided by 
finance ministries | Lake Success, N.Y., 1948], 170 pages.) This study presents 
data, in tabular form, on the public debt of 52 countries from 1914 to 1946— 
and to 1947 for some 20 countries. It discusses in a general note major dil- 
ferences in the concept and definition of public debt. Two tables are included 
for each country, with a few exceptions. The first tables give summaries of 
the total and of the foreign and domestic debt (subdivided into long-term and 
short-term) since 1914. Information regarding debt service, showing interest 
and amortization payments separately on the domestic and foreign public 
debt, is also given. The tables contain data on price movements and exchange 
rates for reference purposes. The second series of tables presents the develop- 
ment of public debt since 1928, indicating the position of the most important 
loans or types of obligation outstanding and, whenever possible, their purpose, 
nominal rate of interest, date of issue and maturity. 

Review of International Commodity Problems, 1948. (Prepared by the 
United Nations Interim Co-ordinating Committee for International Commotity 
Arrangements [Lake Success, N.Y., November, 1948], 42 pages.) This 
review examines current international commodity problems and the principles 
evolved from experience in dealing with them. It reports inter-government#! 
discussions in 1948 regarding a number of commodities, but calls atte 
tion to the fact that no formal agreement relating to any of them has 
yet come into force. The report reviews the work of international orga” 
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zations concerned with particular commodities. The Committee notes the 
increasing tendency to consider economic problems on a regional basis, but 
points out the global nature of most primary commodity problems. This 
review reports rapid recovery in the production of many commodities and, 
for some, the disappearance of world shortages. The general trend in 1948 
has been a downward movement in the prices of agricultural products and 
an upward movement in the prices of industrial raw materials other than 
those of agricultural origin. Charts on the production and prices of such 
primary commodities as coffee, cotton, rice, rubber, sugar, tea, timber, 
tin, wheat and wool are presénted. 
Joseru D. Coppock 

Washington, D.C. 


Politics Among Nations. By Hans J. Morcentuavu. (New York: Alfred A. 
Knopf. 1948. Pp. xv, 489, xix. Trade, $5.50; text, $4.25.) 

The familiar problem of impending doom has given stimulus to many a 
writer in the years since the war. The atom bomb and the “superpowers” 
have loomed like mushroom clouds in the book reviews and in the pub- 
lisher’s advertisements. 

A book which covers much of the ground of international relations in this 
present world, which adds meat to the discussion, and which brings logic 
and candor and thoroughness to many particular issues is surely to be wel- 
comed. Hans Morgenthau has written such a book. In many respects it 
seems designed as a textbook, for it covers systematically a range of subjects 
that is quite commonly the content of a course. In some respects it reads 
more like an essay or a thesis, for it is organized and arranged with a se- 
quence that transpires as consecutive argument. In some ways it reads like 
a series of lectures, for it is often fresh in the good sense, animated with the 
intrinsic interest of analysis and with a choice of facts that clinch, and of 
quotations that say something. 

The argument is perfectly clear. The problem is to find the means for 
preserving peace among nations. The means that have been put forward, 
from the time of Grotius to the United Nations Charter are examined, and 
are found ineffective or fallacious. The remaining hope is diplomacy; and 
the book ends in a homily, in the classic style, on how to conduct diplomacy 
in such fashion as to preserve the peace. Unfortunately, there is, even in the 
book itself, all the material one needs to justify the rejection of diplomacy 
along with all the other rejected instruments. 

What then? Peace must be made and kept, and peace among nations ac- 
cording to the classic concepts appears impossible. This is actually stated 
with considerable directness at page 262 and again at page 402 of the book. 
But scattered through the book, and treated pianissimo, there is the mention 
oi many factors not known to the classic system. So far as these are not as- 
similated to the book, the book is incoherent. But in this very incoherence 
les the possibility of alternatives. The book sticks in its argument to one 
category of factors, and stands as a reductio ad absurdum, a proof that no 
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solution lies within its ostensible method. Such a reductio ad absurdum is a 
noteworthy step, for it must always precede the discovery of a new approach, 

The concept of power is given a prime place in the argument. This has a 
healthy effect, for it affords a consistent emphasis on a factor that is seldom 
treated as a uniform one in all times and conditions. It serves to fend of 
or to put in their proper places such other factors as ideology and law. The 
intrusion of power as a constant consideration in the argument serves like 
a mowing machine in what has too often been a weed patch of fallacies, 

So, to this reviewer, the book is good and useful. There remain various 
features which make it less good and useful than it might be. Speaking per. 
haps only for one reader the book has many faults, and these will be dis. 
cussed. Be it said first, that the faults are not intrinsic to the structure of 
the book. They give it, rather, the color of a draft that may yet be im. 
proved upon. They are not mortal sins, but they are sins of omission, or 
of under-emphasis, or of inconsistency, or of errors of fact. The book is good 
enough to deserve another edition someday, and its faults are therefore the 
more worthy of noting. 

Several major factors receive what seems too narrow treatment, or out: 
right neglect. These include sovereignty, economics, and ideologies. Sovereign- 
ty is taken by Morgenthau as necessarily indivisible. But it is so in the 
conclusion only because it was already so in the definition. The option re 
mains, to redefine it, or to substitute another concept of authority, This op- 
tion remains unexplored. Economics is discussed as an element in power. 
But it is not discussed as an element in general politics. An aspect of the 
state system that has always had less attention than it deserves, and which 
is hardly mentioned in this book, is the fact that every nation state has been 
a commonwealth, a political-economy, a free-trade area. In this way the 
state has been the condition in which the economy has grown, and the barrier 
that has stopped that growth. This relation of the state to economics, with 
changing technology and a rigid state, has produced the strains that lie be 
hind the story of international relations. It throws light on what is happening 
to the nation state system and to politics among nations that could con- 
ribute much. Ideologies are treated in the book only as rationalizations and 
false fronts for national interest. The great ideologies are much more than 
that. The book itself notes that they are akin to the religious doctrines of 
an older age. It fails to note that such non-territorial loyalties are char- 
acteristic, throughout history, of those ages in which one territorial stait 
system is passing and another is being born. 

Among the points on which the book is inconsistent is the prospect o! 4 
world state. At page 402, the author rejects the idea that a world state can 
be established. And, at page 406, he flatly states that a world community 
must precede a world state, just as an American community preceded a2 
American state. Yet, at page 301, he has previously stated that it is noW 
possible for one power to conquer the world, and once conquered, to con 
solidate and maintain its power. Now one or the other is true or both a 
part only. As for the order in which a community and a state are established 
over any given area, it may be verbally true that an American community 
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preceded an American state. But the American community was an offshoot 
of the English, or British, community. And if one plunges back in history to 
Cromwell and the Tudors, and the Angevins, and the Saxon kings, it is 
apparent that an English state was built first and an English community or 
nation later and that a British state was built first, and a British community 
or nation later. 

Of diplomacy, there are also scattered statements in the book that tend to 
undermine the conclusion. At page 50 he observes that diplomacy is the 
antithesis of democracy. If so, and if diplomacy is still to be held the only 
means to peace, the question is begged: What of democracy? The point is 
also made that diplomacy must be non-doctrinal, and elsewhere, that Com- 
munism is doctrinal. Is not diplomacy impossible then, short of a change in 
the character of the Soviet system? And what of the problem of administra- 
tive organization required for diplomacy today? 

In discussing total war, the statement is made that one of the four ways in 
which war has become total is in respect of the “fraction of the population 
completely identified in its convictions and emotions with the conduct of the 
war.” Yet, at page 103, there is a very lucid account of how large parts of 
French society were in opposition to the war at its beginning. 

Aside from such contradictions between parts of the main argument and 
various side observations, there are some simple errors of fact and state- 
ment. These are superficial. The date of Foch’s Principles of War should be 
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of the 1903 rather than 1917. The quotation from Wotton on the réle of an am- 
which bassador has been given in a word order that makes it clearer perhaps, but 
s been robs it of the play on words that gave it humor. The section on modern war- 


fare beginning at page 292 is strewn with errors of fact or arithmetic, not 
serious in themselves, but also unnecessary to the point. 

At only one point does the book mention the factor of professional or 
bureaucratic collaboration which may play an increasingly important réle in 
world affairs. That is where it cites, at page 413, Mitrany’s observations on 
the wartime Combined Boards. These are worthy of much more attention. 


ay the 
barrier 
3, with 
lie be- 
pening 
d con- 


ng and The significant factor in such forms of international activity is the growing 
e than role of accepted knowledge that enters into them. It is observable that where 
snes of definite knowledge, scientific knowledge, exists and covers a subject, a com- 
» char. mittee without internal command authority can arrive at a rigorous solution 
1 state ol a problem. In this sense the body of existing knowledge, and its degree 


of certainty, may be taken as one of the great determinants which shape the 
process and the outcome of any cooperative action among humans. We also 
know that the social sciences, whatever faults they may have, are very dif- 
‘erent from what they were a generation ago, and are changing rapidly. 
Ipso facto they are an important factor, a fundamental condition, affecting 
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is now all processes of international collaboration today. The Office of European 
to col Economic Cooperation at Paris, and the Economic Commission for Europe at 
both in Geneva are both illustrations. Mannheim’s observation that with the advance 
ablished of knowledge politics would be displaced by administration was based on 


this relationship. 


ymunity 
It is not intended here to suggest that professionalism can displace diplo- 
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macy as a Utopian remedy for the ills of the world. Nor is it intended tha; 
the abolition of sovereignty as an untouchable concept should be taken as a 
perfect salve. The refractory parts of the situation, and our refractory ideas 
will need stronger solvents than any such details can provide. But the situa. 
tion depends, in the opinion of many observers, on finding palliatives enough 
to extend the time until fundamental solutions can be found. If, for instance 
one could cut out sovereignty as a fiction and recognize the rdle of profes. 
sional knowledge, one at least reduces the burden of reliance that has to be 
carried in Morgenthau’s argument Ly diplomacy alone. 
All criticisms of this book lead back to the opinion that the book is good, 
Its faults are real faults, but they are the f«ults that accompany originality 
of conception and accomplishment. The task to which it is addressed is one 
that will occupy many hands for a long time. A new world system is in gesta- 
tion. Its great describers, its Bodin or its Grotius or its Hobbes, have not 
yet appeared. Politics Among Nations is short of finality, but is a solid 
block from which to go on. That is more than can be said for many of the 
tracts now put forth. 
Georce §. 

Washington, D.C. 


Interim Report on the European Recovery Programme. (Paris: Organization 
for European Economic Co-operation. 1948. Pp. 195. 4s.) 


This is a disturbing report, for two reasons. It shows the immensity o/ 
the obstacles to Western European economic recovery, and it shows how 
great are the difficulties which lie in the way of overcoming those obstacles 
by cooperative effort on the part of a large number of independent sovereign 
nations. 

The entire Interim Report comprises three volumes, but the second, the 
separate national programmes of the members of O.E.E.C., and the third, 
the reports of the technical sub-committees, need not concern us here. The 
hang upon the first volume, the report of the Council. This is a well-written 
volume, made up of short, crisp, numbered paragraphs, easy to understand 
and it is in this volume that the basic assumptions underlying all the 
minutiae of planning and forecasting are to be found. A single programme 
for Western Europe as an entity has yet to be arrived at; the Interim 
Report only puts together the separate national programmes. It is possible 
that, as a result of the central secretariat’s enquiries into availability of sup 
plies and similar matters, some steps towards greater realism have been mace 
in some of the national programmes included. But the hardest lessons have 
still to be mastered. 

The first-volume Report starts off with a goodly display of optimis™, 
describing the common hypotheses of all the national programmes as belt! 
peace, a high level of world (and, in particular, United States) employment 
and a high level of world trade. On this basis, the first half of the argumet 
advances cheerfully enough, but then misgivings begin to assert themselves 
and, by the end of Chapter 4, a picture has been drawn startlingly difiere™ 
from that with which the Report ostensibly began. 
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The fundamental problem to be faced, as the Report states, is that the 
present Western European economy 1s of a shape which does not fit into 
the changed pattern of world activity. War has hastened the crisis and 
deepened it, but “even if there had been no world wars, the course of world 
development would sooner or later have forced a change in Western Europe’s 
economic structure” (par. 27). This maladjustment shows itself most sig- 
nificantly in Western Europe’s adverse balance of payments with the outside 
world (Western Europe was still paying for only half her imports at the end 
of 1948) and, in particular, with the United States. Where shall the adjust- 
ments be made? 

The way which each of the several countries separately would choose, and 
on which the Report in fact starts out, is the way of further expansion of 
production along existing lines which, since Western Europe is already highly 
industrialized, implies for the most part, greater industrialization. This is 
very reasonable so far as each country individually is concerned. The deter- 
mination to produce more is wholly admirable and, if greater production 
requires greater capital investment as in many instances it does, then we 
have the heartening spectacle of present comforts being firmly set aside for 
the sake of future stability. So, “the national recovery programmes sub- 
mitted to the Organisation all have as their essential foundation estimates of 
production in the various fields of activity, and of the investment that will 
be necessary to achieve this volume of production” (par. 49). Gross national 
products in 1952-53 are planned on average to be 20 per cent above 1938 
and 35 per cent above 1947. Industrial production, in aggregate now 5 per 
cent above the pre-war (1935-38) level if Western Germany is disregarded, is 
to be raised to 30 per cent above pre-war including Western Germany, with 
items like electricity, aluminum and fertilisers at least double and crude 
oil output no less than 480 per cent of pre-war. By contrast, agricultural 
production is planned to exceed the pre-war level by only 15 per cent, and 
while this implies a very big effort, since present levels are so low, it never- 
theless does no more than keep pace with the increase in population. 

Lack of availability in certain raw materials will put some check on these 
programmes. World shortages of timber and of some non-ferrous metals are 
almost certain and steel, coke, wool and fertilizers are also likely to hamper 
progress for a time. But the crucial limitations will be in finance: in getting 
the savings to finance the investment, and in selling the exports to pay for 


the imports. 


The Report is strangely uninformative as to the total of capital invest- 


| ment involved. We are told only that the production programmes require an 
| increase in output per man-hour of 15 per cent over the four years, that for 
im at least 10 of the 19 territories within the Organisation this will involve 

putting into capital development (internally or in their dependent territories) 


close on or over 20 per cent of their gross national products, and that mod- 
frnising existing equipment, expanding existing industries and starting more 
or less new industries are all involved. But the Report is quite emphatic 
as to the dangers, political as well as economic, in an investment programme 


» ° this size. Despite offsetting American aid and short-term lending by other 
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non-European suppliers, budget surpluses will be needed in many countries 
The margin between private income and private expenditure will be large— 
dangerously large. “While small reductions of the customary levels of cup. 
sumption may be accepted, large inroads into customary standards may evoke 
stronger resistance than can be sustained” (par. 352). It can be argued, of 
course, and rightly, that “customary standards” are irrelevant, that Western 
Europe is in no position to support them and that only by heavily foregoing 
current consumption can their eventual restoration be secured. The fac: 
remains that they can be and very likely will be the dominating factor, 
Recovery can as easily be upset by political and industrial unrest as by 
insufficient equipment—more easily. Whilst not denying that the sinking 
of a large amount of new capital is essential, therefore, one must insist upon 
two points: first, that the investment should be the minimum necessary to 
achieve stability (the Report itself finds too much planned for oil-refining 
and textiles), and secondly, that the amount which can safely be undertaken 
must be closely correlated with the amount of aid from overseas. 

But, given that the practicable rate of new investment must determine the 
pace of expansion, upon what lines ought expansion to proceed? Here one can 
say quite plainly, and with the backing of the Report, that the expansion 
programmes put forward by the individual countries are not capable of 
rendering Western Europe “viable,” either in 1952-53 or in any year near 
thereto. 

For the industrial targets to be achieved as they stand, imports will be 
needed, despite import-substitution, in as great a quantity (99 per cent) as 
before the war. In fact, most countries are planning to import substantially 
more in 1952-53 than in 1938 (Italy 37 per cent more) and only the heavy 
cuts by the largest importer, the United Kingdom (22 per cent less), keeps 
down the average. The cooperating countries, for purposes of the Report, 
assumed terms of trade 10 per cent worse than in 1938. On this assumption, 
the import programmes will require 20 per cent more exports than in 1938 and, 
because of reduced investment income, visible exports no less than 35 per 
cent more. Of this enlarged volume of exports, it is proposed to make 4 
per cent metal and engineering products and 17 per cent textiles. 

The Report does not actually say that this is quite impracticable. Formally, 
it allows that it might be done. But it declares emphatically that results wi! 
fall far short of such hopes (20 per cent short) unless there is “a radical 
change” in the policies of the participating countries, and it warns that, even 
if the effort to sell exports on this scale is made and succeeds, the payments 
will not be balanced, because deterioration in the terms of trade would be 
an inevitable accompaniment. The strongest part of the indictment, however, 
comes in the numerous observations on the subject which are scattered about 
the Report. Two only can be quoted here, but these are sufficient to show 
plainly the mind of the draftsmen of the Report. “It is unlikely that W ester 
Europe can approach its export target without both a large increase 10 “t 
total world market for manufactures and an increase in the share provided 
by Western European exports” (par. 187). “The world import market for 
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manufactures has hardly expanded at all during the last thirty-five years” 
(par. 243). 

“What course, then, should be followed? The Report speaks of a “re- 
orientation of Western European industry” (par. 328). It is not enough, 
it is argued, just to press forward with exports more vigorously than hitherto. 
Investments in schemes involving high imports must be curtailed, and—the 
crucial proposition—“far-reaching plans” must be laid to economise in im- 
ported goods. 

Disappointingly, though not surprisingly, the Report does not go into de- 
tails. This is only an interim report, and that work has yet to be done. It is 
not possible, therefore, to comment upon the economic significance which 
such a turn would involve. The trend, obviously, is towards more agriculture 
rather than more industry; but to what extent? Merely marginal adjustments 
or a wholesale switchover? Mainly in the dependent territories or mainly 
within Western Europe itself? “Re-orientation” is a strong word, and if 
changes are to be large, they are likely to have serious implications for the 
standard of living of Western Europe—implications, for example, regarding 
the optimum size of population—which have not so far been discussed. 

It is certainly clear from the Report that the changes required in plans are 
on a substantial scale. This alone is a serious matter. Rightly, no doubt, the 
United States has laid upon the European countries themselves the task of 
drawing up the plans for their economic recovery and, further, of judging 
among themselves how they should recommend the division of American 
aid. The strain which this involves, on both O.E.E.C. secretariat and the 
governments concerned, must not be underestimated. Western Europe is 
not a sovereign entity but a group of 19 territories, all of which (except 
Trieste and, in some degree, Western Germany) are independent of each 
other, and most of which have heavy political problems which narrowly limit 
their field of action. For these, a policy of expansion along existing lines, 
besides being the easiest to imagine and to set figures to, is also politically 
the most attractive. “Re-orientation,” however mild, is bound to disappoint 
many expectations. It will be challenged by many group interests and political 
dissension could be gathered against it very easily. 

National economic planning is, in practice, neither so logical nor so over- 
Powering as to disregard these facts. Individual countries are not likely to be 
eager to change their plans. At the same time, the central secretariat of 
0.E.E.C. is in no strong position to impose its views. It is true that Western 
Europe as a whole must fail to reach solvency if all countries persist in fol- 
lowing the courses upon which they have started. Nevertheless, some countries 
might succeed, and each may think it has a chance. The central secretariat 
cannot allocate success and failure in advance. Its “planning” role must prin- 
Cipally be that of honest broker in some very hard bargains. Whether bargain- 
ing is, In fact, possible and whether a sensible result will come out of it remains 
lor the next Report on Economic Co-operation to show. 

R. C. TREsS 
London School of Economics 
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Readings in the Theory of International Trade. Selected by a Committee 
of the American Economic Association. (Philadelphia: Blakiston, 1949 
Pp. xiv, 637. $4.50.) 


This is the fourth volume in the Blakiston Series of Republished Articles 
in Economics. The American Economic Association has in this case dele. 
gated the responsibility for the selection of essays to a committee with 
Howard S. Ellis and Lloyd A. Metzler serving as co-chairmen. The present 
volume includes, in addition to an introduction written by the co-chairmen, 
twenty-three articles on the theory of international trade. Empirical studies 
have not been included in this collection; the valuable bibliography appended 
to the text does, however, cover the entire subject matter customarily re- 
garded as international economics. To indicate the general scope of the 
volume, it might perhaps be appropriate to list the sections into which the 
articles have been classified: Equilibrium of the Balance of Payments, Foreign 
Exchange Rates, Theory of Income Transfers and Reparations, Business 
Cycles and International Trade, Price Theory and International Trade, 
Tariffs and the Gains from Trade, Other Aspects of Commerical Policy, 
International Investment and the Balance of Payments, and the Future of 
World Trade. 

As far as the selection of articles is concerned, it is, in the reviewer's 
opinion, excellent. However, every reader of the volume will undoubtedly 
have his own pet ideas with respect to unfortunate omissions. On this re- 
viewer’s own list are one or both of the articles by A. P. Lerner on the 
diagrammatical representation of cost and demand conditions in international 
trade. 

A detailed appraisal of the collection is not easy. The scope is so wide 
and the variations in methodology and degree of abstractness so great that 
meaningful generalizations are difficult to make. Instead, a few observations 
on recent development in the theory of international trade, as reflected in 
the present volume, might be appropriate. 

The most important impression one gets from reading this book is how 
significant the interwar changes have been in this field. The reasons for 
these changes are easy to ascertain. In the first place, they are related to 
the great instability in the national economies since World War I and the 
concomitant instability in the field of foreign economic relations. The first 
sections of the book clearly show the effects that actual events have had on 
the development of the theory. To mention a few examples, the difficul! 
concept of international equilibrium has been subjected to detailed analysis 
by Nurkse. Similarly, the lack of stability in the foreign exchange markets 
has led to a series of studies culminating in Joan Robinson’s essay. The 
German reparations problem gave rise to the famous Keynes-Ohlin con- 
troversy, reprinted here, which has added to our understanding of the 
balance-of-payments mechanism. This controversy can be reread with benetit 
by students of postwar economic problems. 

While actual events have played an important role in the development 0! 
a new body of thought, theoretical innovations have also been associated 
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with advances in other branches of economics. To quote from the Introduc- 
‘ion: “The new developments in price theory, as well as those arising out 
of the theory of employment, were quickly applied to the special problems 
of international economics, and many of the articles and essays reprinted 
in the present volume reflect the influence of one or both of these changes.” 
It should perhaps be added that the causation has also run the other way, 
ie.. innovations in the field of international economics have in turn stimu- 
lated development in other fields of economics. Scitovszky’s article on the 
theory of tariffs may be mentioned as an example. This is, of course, an old 
phenomenon as any student of the history of economic thought is well aware. 

The new theory of employment has led to a better understanding of the 
equilibrating mechanism in case of balance-of-payments disturbances. Metz- 
ler’s articles on the transfer problem and Salant’s on the foreign trade multi- 
plier and the business cycle are good illustrations of the usefulness of some 
of the new theoretical tools. Polak’s excellent essay on international invest- 
ment also makes use of the multiplier analysis. 

The influence of modern price theory on the pure theory of international 
trade is less spectacular. To quote again from the Introduction: “The pure 
theory of international trade was sorely in need of improvements which 
would bring it abreast of modern price theory. It is surprising, nevertheless, 
to find that the improvements in international price theory, when they were 
finally made during the inter-war years, affected the basic conclusions derived 
irom classical theory only to a moderate extent.” Unsolved questions still 
remain in this field. Both Leontief and Scitovszky use community indifference 
curves, the theoretical validity of which has been questioned by some econo- 
mists. Samuelson, on the other hand, has been able to dispense with this 
device in his treatment of the problems of gains from trade, but his article 
does not make it clear whether his method has more general applicability. 
1 he theory of production and distribution has also found useful application 
in the field of international trade as witnessed by the remarkable paper by 
Heckscher, originally published in Swedish in 1919, and the recent article 
on the same subject by Stolper and Samuelson. 

Che articles mentioned above are by no means the only ones that deserve 
attention. They have been singled out for two reasons: to indicate the scope 
oi the volume and to emphasize certain trends. In the reviewer’s opinion, the 
economic profession can derive a certain satisfaction from the anthology. It 
gives evidence of rapid and sometimes striking advance in this branch of our 
science. Yet important problems remain to be solved. For example, the 
implications of increased government participation in foreign trade have not 
yet been full explored. At least a significant beginning has been made in the 
articles by Viner and Mikesell. Perhaps most important, further progress 
may come with a bridging of the gap between the monetary and the so-called 
pure theory (comparative cost) aspects of international economics. It is 
likely that an integration somewhat similar to that which has resulted in the 
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Finally, this collection has, as did its predecessors, obvious merits fo, 
teaching purposes. This advantage is particularly great since many of the 
recent innovations in this field have not yet been embodied in textbooks, 
Especially if read in connection with Lloyd A. Metzler’s admirable article 
“The Theory of International Trade,” in A Survey of Contemporary Ec. 
nomics, it will give the non-specialist an opportunity to keep abreast in this 
branch of economics. 

SVEND LaursEN 

Williams College 


World in Transition. By G. D. H. Core. (New York: Oxford University 
Press. 1949. Pp. xix, 646. $6.00.) 


World in Transition is an outstanding book in more ways than one. The 
very scope of its subject is extraordinary, for Professor Cole has sought to 
describe the important economic, social and political happenings of the last 
decade, not in a single country, but throughout the world. There are chap- 
ters on everything and everywhere, with a special chapter on “The Right 
to Work,” on “Europe, America, and the World,” on “Trusteeship, the 
Color Bar, and the Colonial Problem” on “Morals and Politics and De- 
mocracy,” and on twenty-four other assorted topics. The style is breezy 
but the pace is hot. A rough but fair caricature of the skills which Professor 
Cole brings to his typewriter is to describe them as partly reminiscent of 
qualities more familiarly displayed by John Gunther, Lancelot Hogben, and 
Stuart Chase. 

The main defect of the book—paradoxical as it may seem—stems from 
the author’s very virtues. Professor Cole is a moral man. He believes pas- 
sionately in the brotherhood of man and in a universal obligation to further 
the material well-being and human dignity of this world’s inhabitants. For 
many years Professor Cole has vigorously sought these goals through the 
British Labor Party, the Fabian Society, and the publication of many ar- 
ticles and books. In the past his writings have often been directed towards 
persuading as well as informing and this latest work is in keeping with tradi- 
tion. Some people, who hold opposite views from those of Professor Cole, 
would describe parts of the book as propaganda; others, who believe as its 
author does, would call them educational. 

Certainly World in Transition is not written in an impartial vein. It con- 
tains many flat statements on doubtful matters. The following two quota 
tions, while selected for their possible interest to American readers, are typ! 
cal. First, 


. .. today few economists would deny that the State can and should accept 
responsibility for maintaining employment at a satisfactory level. . . . There 
are no doubt still a few professional economists, . . . who cling to the notion: 
of laissez-faire... ; but, except perhaps in the United States, where the ol¢ 
errors persist, these reactionaries have lost their title to orthodoxy and have 
taken to giving themselves the air of men ready to die in the last ditch for 
the grand old cause of propertv rights (p. 13). 
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Second, 

much hostility has been shown in the United States to all forms of 
blic control over private business that other countries must be on their 

— Nothing can be more certain than that America, if it does finally scrap 

\| the controls and return to the unfettered rule of big business, will be back 

na jiffy at the old speculative game, with consequences even more disastrous 

for the rest of the world than for the American people. . 

This is not to say that, in the absence of disturbing forces from the United 
States, cay italist enterprise elsewhere would proceed on an even keel, The 
American economy merely reproduces in a more exaggerated form the tend- 
encies to instability which are everywhere inherent in the system of profit- 
seeking investment (p. 386). 


If it is objected that such assertions are outrageously subjective, one should 
remember that the author’s emotions do help to render the otherwise ponder- 
ous material both lively and readable. 

Moreover, Professor Cole does not pretend to be writing detachedly for 


scientific economists. He is a professor of social and political theory at Ox- 
ford and the title of this considerable position is probably significant. In 
view of these wider concerns of the author, it is difficult to review this work 


for economists except in a similarly subjective manner. 

In all probability World in Transition accomplishes what its author de- 
sired and attempted. It throws a light of decency and common sense on more 
than one dark spot in our troubled world. It contains a great deal of up-to- 
date information. What is more, the when’s and how’s and where’s presented 
the r reader are significant facts; most of the statistical dross which has a way 
of sifting into all books of this kind has been satisfactorily excluded. A 
as r author would certainly have needed more than 300,000 words and a 
ice book to do this subject justice. 
The writing of such a book, one which is not only global but contemporary 
in its coverage, must be a tremendous task. In the Preface it is stated that 
the entire work has been rewritten at least twice, and parts of it half a 
dozen times, in order to keep the material up-to-date. One stands in awe, 
not only of Professor Cole, but also of Rosamund Broadley, his secretary. 
Finally, the British edition of this book was entitled The Intelligent Man’s 
Guide to the Post War World, and in many ways this other title aptly 
posed a dilemma and its solution. Professor Cole knows his terrain, would 
ike to be a guide, but occasionally leads off to the left. However, does this 
matter, when The Intelligent Man can always refuse to follow? 
STEPHEN ENKE 
University of California, 

Los Angeles 


The United States and Foreign Investment Problems. By CLEONA LEwIs. 
(Washington: The Brookings Institution. 1948. Pp. xviii, 359. $4.00.) 

The economist deals in theory, realistic generalization, and policy—one at 
a time or in appropriate combination. This volume, a companion to Miss 
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Lewis’ earlier America’s Stake in International Investment, is little concerned 
with theory but it has things of some importance to say under the other two 
headings. 

Theory is touched upon in the early pages but the theoretical implications 
of the subject are not developed. Miss Lewis starts with the statement that 
foreign investment is the payment abroad of some part of the national income 
of the investor country, but the income approach is not carried beyond this 
initial statement. The outpayment, we are told, must be translated into the 
export of goods and services, but no further attention is given to the prob- 
lem of transfer. 

Realistic generalization is at the center of Miss Lewis’s interest and her 
contribution in this field is much broader than the title of her volume would 
lead one to expect. In fact she undertakes a general estimate and review of 
international investments from the late ’thirties to the present time. To ap- 
preciate the inclusiveness of her task the reader should turn first to Appen- 
dix A where he will find a careful estimate, as of 1938, of the international 
long-term “investments” and “obligations” of practically every country 
in the world. In Part I of the text this review is brought down to 1947 in 
so far as available information permits, but the foundation of the whok 
exposition is in Appendix A. In this appendix the investment relation o 
every country with every other country is presented. Form and use ar 
given attention. The creditor or debtor status is set forth for individual 
countries and for regions or areas. Much solid work has gone into this 
survey for 1938. It was necessary to bring a stubborn and perplexing assori- 
ment of facts into an orderly and consistent statement. Miss Lewis has 
done this and her work will be used by every student of the subject. 

A general survey of this sort no matter how much work may have been 
put upon it, seems unsatisfactory when it has been brought into final form 
because it cannot be complete and because realistic study raises more ques- 
tions than can be answered without further study. I propose to turn awa) 
from any effort at detailed criticism and to put forward a few of the general 
questions suggested by the survey. 

International investment was presented in the opening pages as unilatera 
outpayment from the investor country. Such a statement emphasizes th 
flow of funds and the investment of goods; and a flow or movement mus 
be measured over a period of time. But Miss Lewis did not, in making het 
survey, attempt to measure a flow. She undertook to arrive at a valuation 0! 
holdings—to use a convenient term—at an instant in time. Two concepts 0 
investment are involved here. The contrast is between the process of un 
lateral payment, on the one hand, and the valuation of an inventory 
holdings, on the other. Why, it may be asked, has theoretical analysis e™- 
phasized the process, and realistic study the inventory? 

A further and closely related question may be raised. The contrast be- 
tween the two concepts of investment seems to be significant when it come: 
to the judgment of capacity which Miss Lewis deals with from the point 0 
view of the United States in her second chapter. Is the world’s capacity \ 
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bring about international investment to be judged by the facts related to 
payment? Consider the $60 billion of unilateral outpayment from the United 
State since 1939 (p. 30). Or is capacity to be judged by the possibility of 
bringing into existence holdings which the receiving country expects to be 
able to service? Consider the net increase in the foreign holdings of the 
United States since 1939 which Miss Lewis puts at $12.4 billion (p. 35). 
Is it capacity to pay or capacity to receive that counts? 

Another general problem concerns the place of short-term investments 
in a survey of international holdings. Miss Lewis leaves short-term invest- 
ments out of her review for 1938 and it seems quite reasonable to do so. To 
include them would no doubt have disturbed the long-run investment picture. 
But she brings in short-term investments when she undertakes the exposition 
of the course of events since 1938. She deals neatly with the British case 
and reaches the conclusion that by 1947 British long-term net holdings of 
about $9 billion were completely offset by British net short-term liabilities 
p. 63). By the same method the conclusion is reached that the United States 
emerged from the war a net debtor in the amount of about a billion dollars. 
Such conclusions are significant when the net position of a country is the 
important matter, but this is by no means always the case. They do not 
touch such matters as the ownership of the world’s oil wells or the railway 
development of the world. 

Is it not preoccupation with “netness” which brings short-term invest- 
ments into the long-term investment picture, and may not this preoccupation 
cause other aspects of long-term investments to be overlooked? The useful- 
ness of a highway is not to be judged by the net movement of vehicles in 
me direction or the other 

Miss Lewis’s survey is followed by an account of the part which foreign 
capital has played in the development of the world’s resources. This, in turn, 
serves to introduce problems of policy to which much of Part II and the 
whole of Part III are devoted. 

Policy in investment-receiving countries is examined with appropriate 
emphasis on the unhappy progress of the world from default to expropria- 
tion. Attention is given to governments as investors with fresh information 
on direct investments by governments and a valuable discussion of policy. 
War and Communism have made this a problem of growing importance. 

American policy from the beginning of World War II to the operations 
under ECA is presented in some detail. Miss Lewis reports without much com- 
ment the steps by which American loans have become, in Senator Vanden- 


| Persistent importance of the activities of the United States government. One 


‘s driven to the conclusion that Miss Lewis finds the chief hope for eco- 
nomic development by means of private investment in the establishment of a 
‘generally acceptable code and court.” 

Her final chapters are upon the various proposals for an investment code. 


we gives attention to two efforts. The first is in the charter of the proposed 
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- irgs phrase, “integral factors in our foreign policy.” Efforts to deal with 
. y, however, toward new private investment are overshadowed by the 
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International Trade Organization. This she is inclined to regard as unsatis. 
factory (pp. 264, 265). The second is in the economic agreement at Bogota 
which, if it is ratified, will in her opinion constitute “a very real step” toward 
a satisfactory code. 


Cart Rewer 
University of Michigan 


European Recovery Program—A Report on Recovery Progress and Unites 
States Aid. By The Economic Cooperation Administration. (Washington: 
Supt. Docs. 1949. Pp. ii, 267.) 


This document was produced by ECA as the focus of its presentation to 
the 81st Congress in support of its request for a renewal of its authorizing 
legislation and a new appropriation. It is designed for reference, rather than 
consecutive reading, and doubtless served a function in the congressional 
hearings in enabling the witnesses testifying for the executive branch of the 
government to answer many questions put to them through citation of ex- 
plicit material. 

While the encyclopedic character of the document and its compression make 
it easier to thumb through than to read systematically, it contains much of 
interest. Attention is called to the discussion of local-currency counterpart 
funds (pp. 157 ff.) where the action taken in each country is reviewed. It 
would appear that control over these funds has proved neither a means where- 
by the United States can dominate the European country nor a very effective 
support for fiscal orthodoxy. The section on exchange rates (pp. 188 ff.) is 
confined to a few pious platitudes which skirt the core of this controversia! 
matter. This is probably unavoidable in a document of this sort. Some other 
controversial issues like the 50-50 rule on division of grant-cargoes between 
American and foreign bottoms are treated thoroughly; others like the pricing 
problem in oil, which was subsequently treated fully in the Hearings before 
the Committee on Foreign Affairs, are referred to only in passing. 

An important by-product of the European Recovery Program for the pro- 
fession has been the mass of information, current, historical and prospective, 
on the economic affairs of Europe. On occasions, one is tempted to believe 
that the point of diminishing returns has been reached. While the preset 
document lacks the broad appeal of the OEEC Interim Report on the four 
year program, it falls well within the compass of material for study and 
reference. 

C. P. KInDLEBERGER 

Massachusetts Institute of Technology 


La Fortune Américaine et son Destin. By JEAN Prev. (Paris: Editions & 
Minuit. 1948. Pp. 228.) 

This book is important in showing how an intelligent, well-informed and 
somewhat cynical European looks at American economic policy and partic 
larly the Marshall Plan. The first half of the book deals with the “secre! 
of American prosperity, which the author finds in our great natural resource, 
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in the glorification of work—a contribution of Calvinist theology—and in the 
spirit of enterprise, a contribution of immigrants from Europe. Having ex- 
plained the growth of economic power, he turns to the vital question for 
Europe, “What will America do with it?” 

The United States, according to M. Piel, is a mature economy perpetually 
menaced by overproduction. Rearmament and wars afford only temporary 
relief. One avenue of escape is government intervention, economic planning. 
But if the free-enterprise system is to be preserved, foreign outlets must be 
provided. The United States has great export capacity, but other countries 
lack means of payment. Investment of American capital abroad is only a 
short-run remedy, unless it takes place on an ever-increasing scale so as to 
compensate for amortization, the return of interest and dividends. This is 
impracticable, for “the new capital annually necessary would exceed the total 
savings of the country.” The only alternative, if capitalism is to survive, is 
to give away American wealth to foreign countries, on a massive scale, as a 
permanent feature of American policy. 

The Marshall Plan is thus explained as a necessary step to preserve Ameri- 
can capitalism. This argument would not have swayed American Congress- 
men of an isolationist stripe, hence more and more openly the Plan was pre- 
sented to Congress and to the American public as a means of fighting the 
Soviets and ‘“‘a necessary means of limiting their expansion.” 

All of the foregoing corresponds rather closely with standard Communist 
arguments. Yet neither the author nor his publishers identifies him with the 
Party. Furthermore, in speculating on the future he does not adopt the Rus- 
sian thesis of the inevitable collapse of American capitalism. An acute crisis 
may impend which will profoundly change it, but he sees a decreasing possi- 
bility of a socialist regime. 

The author’s economic determinism prevents him from recognizing the 
strength of ideas and ideals behind our participation in European affairs, 
and to European readers the book will give a false impression of the motiva- 
tion of American policy. For political and humanitarian reasons we are at- 
tempting to stop the spread of Communism; economics is the means, not the 
end, as M. Piel maintains. For Americans the book is instructive in showing 
the need for clarifying our intentions and for dispelling suspicion on the part 
: Europeans that our continued aid may carry with it undesired control of 
their affairs. 


Percy W. BIDWELL 
New York, N.Y. 


he Most-Favored-Nation Clause: An Analysis with Particular Reference 
to Recent Treaty Practice and Tariffs. By RicHarp C. SNYDER. (New 
York: King’s Crown Press. 1948. Pp. xi, 264. $2.75.) 

A number of books on the most-favored-nation clause are available in 
foreign languages, particularly French, but Professor Snyder’s book is the 
most complete one to appear in the English language. He opens his discussion 
with three preliminary chapters devoted to the nature of the most-favored- 
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nation clause itself. Following this he presents a definition, classification, and 
analysis of the various forms of the clause. The book is concluded with an 
analysis of the limitations and exceptions to the clause and finally with an 
evaluation and criticism of the clause. 

In his preface, the author tells us that he has made an attempt to synthe. 
size the outstanding secondary materials concerning the most-favored-nation 
clause. Although he has done this with considerable skill, and although one 
must be grateful for the thorough manner in which he has reviewed the 
secondary sources available only in French, a perusal of the book will 
convince one that the author’s statement is too modest. One of the most 
valuable parts of the book is based on a most painstaking analysis of the 
texts of hundreds of treaties. This study of texts has enabled the author 
to prepare a much more satisfactory classification of the various forms of 
the clause than has been available previously. It has also added a richness 
of interpretation to the analytical parts of the study. In this connection 
copious documentation adds to the usefulness of the book for further refer- 
ence, 

The author’s training lies in the field of political science. A large part, 
therefore, of the material in the book concerns the legal aspects of the most- 
favored-nation clause rather than the purely economic aspects. The student 
of economics, however, cannot afford to neglect the political and legal impli- 
cations of the various interpretations of the clause, nor will he overlook the 
important contributions made by the author to the study of the economic 
significance of the clause. 

Issue may be taken with certain of the statements made in the sections 
of the book dealing with the economic aspects of the most-favored-nation 
clause. Not all students will agree that “So far as the principle of equality 
of treatment is concerned, a high but uniform tariff diverts trade to a lesser 
degree than low but discriminatory tariff’ (p. 198). This statement is 
essentially the same as the argument frequently advanced in the United 
States during the early 1930’s when invidious comparisons were drawn be- 
tween the American and the British tariff structures. The American tarifi 
was high, but for the most part uniform. The British tariff was low, but after 
the Ottawa Agreements of 1932 discriminated sharply in favor of Canada 
and against the United States. Americans frequently argued that the British 
tariff was the more serious. 

Two observations are in order. In the first place, the statement concerning 
the extent of trade diversion is meaningless unless we know how “high” or 
“low” the tariffs are in relation to cost of production differentials in the 
countries concerned. In the second place, such statements represent a Con- 
fusion of thinking between foreign trade and total trade. When the United 
States raised the prohibitive rates of duty in the Fordney-McCumber Act 
to still higher rates of duty in the Hawley-Smoot Act there was no apparent 
diversion of foreign trade on many products because imports had been eliec 
tively curtailed on these products before the new higher rates became effective. 
It is idle to argue that such tariffs did not divert trade. Equality of treatment, 
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hough politically desirable, does not necessarily mean equally good treat- 
ment: it may, and oftentimes does, mean equally bad treatment. 

Noticeably lacking in the book is the recognition that the American inter- 
pretation of equality of treatment in the reciprocal trade agreements program 
went considerably beyond the conventional interpretation of the unconditional 

st-favored-nation clause. Under the usual interpretation (assumed, for 

example, on page 203) treaty rates are generalized to all nations with whom 
a country has unconditional most-favored-nation obligations. The American 
policy, however, was to generalize to all nations the concessions made, regard- 
ess of whether specific most-favored-nation obligations existed, provided 
the nations were not discriminating against American trade. The only major 
countries not receiving benefit of the reduced rates of American trade agree- 
ments were Germany and Australia. Certainly a policy of this sort has 
significant implications in the development of the most-favored-nation clause. 

The defects noted in the previous paragraphs are minor. The book as a 

whole is most useful and is carefully written. The book is printed in photo- 
offset lithography and has not been carefully edited and proofread. This fact 
explains the larger number of minor typographical errors contained in this 
book than ordinarily would be tolerated on the printed page. It has, however, 
made available to scholars generally a good book at a moderate price that 
might otherwise either have been printed much more expensively or have 
remained in manuscript form in a university library. 


CARL KREIDER 
Goshen College 


Industrial Organization and Markets; Public Regulation of Business 


Wanagerial Enterprise: Its Growth and Methods of Operation. By OswALp 
KnautH. (New York: Norton. 1948. Pp. 224. $3.00.) 

“Managerial enterprise’ is the author’s name for the oligopolies which 
“dominate the vital half of our economy.” He distinguishes it from small- 
scale “free enterprise,” for which he has little use, by noting such character- 
istics of managerial enterprise as sunk capital, relative rigidity, separation 
of ownership and management, power of each unit to affect the market, and 
adjustment of production (rather than price) to changes in demand, all di- 
rected to the goal of “a stable and adjustable system, the functioning of 
which creates profits” (p. 33). He thinks we should clear our minds of obsolte 
objections to these features, and recognize the merits of enterprises exhibiting 
them. These merits, summarily, are stability, high productivity, and sufficient 
power to stand up to government (which presses toward a third form of eco- 
nomic organization, collectivism). 

It is not easy to administer the great organizations which confer these 
benefits upon us. The manager is in a lonely position, umpiring the claims of 
labor, shareholders, and customers. His responsibility is to deal with them, as 
Well as with rivals and suppliers, so as to maximize, not the profits, but ‘the 
stability of the enterprise. The resulting satisfactions to the manager are few, 
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because the goals are so long-run that no individual can see them realized, 

The manager of a substantial retail enterprise finds it especially difficult 
to consolidate the “trade position” required for stability, because retail Cus- 
tomers are fickle and some of them are critical. Elaborate and costly measures 
must be taken to prevent good-will from turning into ill-will. “Advertising 
policy is dominated by fear. . . . It is the fear of losing their place in the eco. 
nomic structure that spurs organizations to excessive and apparently waste. 
ful expenditures” (p. 67). The managers of heavy industry meanwhile mus 
be busying themselves with building up technological advantages buttressed 
by patents, with forging long-term exclusive arrangements, and with cultivat. 
ing established connections. 

One reason why constant courtship is essential to woo demand is that 
“Every other expedient is tried before prices are tampered with” (p. 129), 
True, many of the expedients conceal cuts, but the necessity for concealment 
illustrates the sanctity of the stable established price. The resulting marke: 
price in managerial enterprise is not one that will clear the market (a phe- 
nomenon also noticed by an English observer; see Saxton, Economics of Price 
Determination, 1942, Chap. 1). Again the retail consumer is especially trouble- 
some, because he is “as free as air.” But “the edge the buyer has on the seller 
may be whittled away. And this indeed is the prime objective of salesmanship 
The seller brings pressure on the buyer in every way possible—by creating 
demand through forming habits, advertising, demonstrating, ‘full-line forcing, 
and tie-in arrangements” (p. 109). And, as a last resort, by tampering with 
prices. 

Outmoded legal concepts of monopoly also plague the manager, though 
“only enough [appropriations are] voted to give the Anti-trust Division a 
nuisance value ” (p. 175). The suggested remedy is a legislative overhauling 
of the Sherman Act, to mark out the difference between managerial enterprise 
and exploitative monopoly. The test for illegality would not be power, but 
the abuse of power, to be found when the purchaser is deprived of freedom o! 
choice to buy elsewhere. 

I take the foregoing to be the author’s major theses. I have presented them 
in stark outline to suggest the significance of his little book. The author has 
drawn on his training as an economist, and on his long experience in depatt- 
ment-store operation, to evolve a reasoned defense of management-controlled 
oligopoly. His observations range over many aspects of management not 
touched on here. The examples, drawn largely from retailing, make the work ¢ 
useful companion-piece to Drucker’s much more brilliantly executed Concep! 
of the Corporation, which explains General Motors. 

By and large, the deficiencies of Managerial Enterprise in execution are out: 
weighed by its admirable candor. But realism in detail, and disrespect for the 
slogans of free enterprise, NAM-style, do not atone for decidedly clouded 
goals. One leaves Mr. Knauth’s book with grave doubts about what he is 
driving at in the way of an economic philosophy. In his conclusion, alte 
lamenting the mishandling of NRA, he calls for a new attempt to formulate 
codes and standards for business. “As codes of behavior are worked out ane 
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ps up to, the stability which managerial enterprise gives and the initiative 
vust exercise to hold its position may enable it to ward off the encroach- 
ments of harmful social forces. These two characteristics, stability and initia- 
tive, make managerial enterprise the form of economy that holds the most 
promise of serving the manifold needs of our progressive society” (p. 213). 
The reader is left to ask who is to work out these codes and enforce them? 
To whom are the encroachments of social forces harmful? May not Mr. 
Knauth’s brand of stability produce stagnation rather than initiative? Will 
stable enterprises produce national stability in the absence of fiscal and 
other measures aimed at maintaining national income at high levels? And 
if such measures are successful, do we need to be so solicitous of the in- 


tegrity of the enterprise? One final question, not so idle as it sounds: does 
the protection of the enterprise serve the needs of society, or is society to 
serve the needs of the enterprise? 


RatpH S. Brown, Jr. 
Yale Law School 


Commodity Exchanges and Futures Trading. By Juttus B. BAER and OLIN 
GLENN Saxon. (New York: Harper & Bros. 1949. Pp. xii, 324. $5.00.) 

This is a work of uneven quality. Here it is authoritative; there it retails 
ideas of others with little discrimination; and once, at least, it deals in pure 
fancy as though it were fact. The style is in part direct, clear, and scholarly; 
and in part repetitious and superficial. Broadly speaking, the chapters on 
legal aspects, if this reviewer judges correctly, are excellent; technical descrip- 
tion is good; and the economic discussion is open to considerable criticism. 

In scope, the book goes much beyond Emery’ or Hardy,” whose discussions 
f futures trading touched chiefly the associated broad economic questions; 
t, therefore, invites comparison with Hoffman* or Smith,* and especially with 
the former, which also is concerned almost wholly with futures trading in the 
United States. The topics treated are broadly the same as in Hoffman with 
ne noteworthy exception: the present authors add three chapters on legal 
questions related to futures trading. These make a substantial contribution 
to the literature, and even a layman can see in them the marks of authority. 
Other main topics are compressed into little more than half the space given 


them by Hoffman, largely by omitting various sub-topics and dismissing 
thers with a sentence or two. Repetition of old answers to ill-informed criti- 
cisms of futures trading, however, seems to occupy considerably more space 


than in Hoffman. 
The authors put their worst foot forward. Chapter I, “Historical Develop- 


ment of Commodity Exchanges,” gives eight pages to the history of fairs 
‘H C. Emery, Speculation on the Stock and Produce Exchanges of the United States 
(( umbia University Studies in History, Economics and Public Law, Vol. VII, New York, 


'C.0. Hardy, Risk and Risk-Bearing (Chicago, 1923; 2d ed., 1931). 


Ph. 4 Hoffman, Future Trading upon Organized Commodity Markets in the United 
‘ates (Philadelphia, 1932). 


*J.G.Sm 


Smith, Organized Produce Markets (London, 1922). 
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and markets from ancient times, and twice as much space to a miscellaneous 
collection of other topics. It includes no real discussion of the history of te. 
tures trading, but makes the astonishing statement, quite without support, 
that “The [futures] exchange was conceived and established as a new instry. 
ment to perform insurance functions in commodity markets and offer pro- 
tection against various risks which market operators could not secure throuch 
the regular insurance companies or otherwise.”® Some substantial historical 
information on futures trading does appear in Chapter VII, “The Futures 
or Exchange Contract,” and a little more in the next chapter, but with no 
citation of sources. The beginning of futures trading is wrongly dated on 
first mention (p. 131), but an acceptable date, 1865, is given later (p. 144): 

Discussion of economic questions associated with futures trading, in the 
first third of the book, labors preceptibly under the handicap of failure preyi- 
ously to define futures trading, either formally or through any clear account 
of its origin. Clarity of the definition finally given suffers from quotation 
first of two less adequate definitions, and from an attempt to draw a sharper 
line than actually exists between futures and other forward contracts. The 
attempt to reinforce the distinction by substituting the term “exchange 
contract” for “futures contract” seems to me ill-advised. Much of the awk- 
wardness arises from the authors’ apparent unwillingness to admit that futures 
trading gets its characteristics in substantial part from dependence on spect: 
lative interest. 

The tone of the earlier chapters seems to reflect primary concern with de- 
fense of futures trading. If the discussion at times appears to risk insulting 
the intelligence of a normal college freshman, answer may be given that it is 
at least on a level with the intelligence of the criticisms considered, some oi 
which have been made by high government officials. Such treatment of the 
criticisms seems to me, nevertheless, ill-conceived. When people of undoubted 
intelligence resort to ill-founded criticism, it must be assumed that they é 
so usually because they believe that valid grounds exist for criticism, but 
grounds beyond the understanding of people whom they wish to influence 
Such criticism cannot be met effectively on its own level; it must be met on 
levels which will appeal to the leaders of opinion, and so check the influential 
criticisms at their source. The merits of futures trading involve issues to 
technical and too intellectually difficult to be tried in a court of low intelli 
gence. 

If this is a correct view of the problem, the authors have erred even more 
by omission than by commission. Relying heavily on citations from ds 
tinguished economists, who have always, from the time of John Stuart Mil 
at least, provided the main source of defense for speculation, the author 
ignore the fact that the climate of economic opinion on the subject has 


* P. 12. Italics are the authors’. 

*In his History of the Board of Trade of the City of Chicago, Charles H. Taylor, 
member of the Board of Trade from 1868, characterizes an action of 1865 as “formaly 
adopting the principle of trading in ‘futures,’” and adds, “For at least ten years [befor 

. a large business in futures had been transacted. . . .” (Op. cit., I, 332; see also ibid., 
pp. 192, 193.) 
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sus changed greatly in the last twenty years. They make no mention of the 
‘fu. trenchant criticisms which Keynes directed against speculation, or of the 
ort, criticisms by other able, if less distinguished economists. This tends to give 
tru- the impression of inability to meet the criticisms. 
pro- This is particularly unfortunate because the criticisms are quite capable 
ugh of being met, though they cannot be conclusively refuted from present evi- 
rical dence. Clear resolution of the issues must wait on further empirical research, 
‘ures which ought to be going forward more rapidly than it is. But the authors 
h no might at least have shown that the intelligent criticisms rest on deductions 
d on which may be quite mistaken.’ 

44) * If the excellent treatment of legal questions is open to any adverse criti- 
1 the cism, it is beyond the perception of the present reviewer. The discussion of 
revi- trading practices makes an unfortunate choice in treating the important 
ount subject of relations between spot and futures prices (Chap. XII) in terms 
ation of the obscure and confused “basis” terminology of the cotton market. It 
arper might have been treated much more clearly, as by Hoffman, in the language 
. The of “premiums” and “discounts” used in the grain trade. As regards influ- 
hange ences affecting these relations, the authors quite naturally follow traditional 
awk- theory, which the present reviewer has found seriously in error.® 
tures In short, this is a book which makes some important contributions to its 
specu- subject; it may serve a useful purpose as a popular presentation of defenses 
of futures trading; but as a college text or reference work, it has serious 
th de- shortcomings, which require that it be carefully supplemented. 
ulting HoLBrooK WORKING 
at it is Food Research Institute, Stanford University 
-" : "See, for example, “Futures Trading and Regulations,” (discussion of a paper by G. 
ol the Wright Hoffman) Jour. Farm Econ., Vol. XIX (1), (Feb., 1937), pp. 309-12; and as 
oubted regards some possible lines cf research, “The Investigation of Economic Expectations,” 
hey di Am. Econ. Rev., Papers and Proceedings of the Sixty-first Annual Meeting, Vol. XX XIX, 
m. bu No. 3 (May, 1949), pp. 150-66, both by the present writer. 
juence be Theory of the Inverse Carrying Charge in Futures Markets,” Jour. Farm Econ., Vol. 
met o0 XXX (1), (Feb., 1948), pp. 1-28. 
ential 
ses (0 Studies in War Economics. Prepared at the Oxford University Institute of 
sntelli Statistics, (Oxford: Blackwell. 1947. Pp. 410. 25s.) 
This book contains a collection of 53 articles reprinted from the Bulletin 
n more of the Institute of Statistics and a few other British periodicals, which ap- 
ym dis peared during the war years. The reprinted articles are grouped in seven 
rt Mill sections: (1) Economic mobilization and general controls, with contributions 
authors by I. Bowen, G. D. N. Worswick, T. Balogh, J. Steindl, F. A. Burchardt and 
ect has M. Kalecki; (2) War finance, with articles by H. Durant, J. Goldman and 
others | 3) Consumer’s rationing and price control, with articles by Kalecki, 
—_ J. C. Nicholson, S. Moos and others; (4) Wages and national income (Nichol- 
oak son and others); (5) Consumption and prices (T. Schulz, G. H. Daniel and 
“Thefore others); (6) Industrial organization (P. Ady and others); (7) War con- 
also ibid. ‘racts and efficiency (Steindl, Kalecki and Worswick). 


‘ 
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The various articles deal with the issues of British economic Policy that 
arose during the second world war. Some of them have a narrow focus anj 
the form of editorials. Others give accounts of the development of Policies 
and controls. Some are abstract theorizing and others provide detailed descrip- 
tions of institutions or analyses of statistical data. 

The purpose of the book is to make the articles more readily available 
since “the circulation of the Institute’s Bulletin was limited and back num. 
bers have long since been out of print.” Their re-publication in book form 
may be of help to students of the British war economy and, in a few jp. 
stances, to students of more general and contemporary economic problems, 
Beyond this service the book offers no contribution. It would have been mace 
more useful by the application of some editorial effort. Articles might have 
been prefaced with summaries of the developments leading up to the prob- 
lems they discuss. The ideas of some of the authors might have been put in 
perspective by references to conflicting views or to their effect on policies, As 
it is, this is a bundle of reprints—several of them worth having—but it is not 
a book. 

Horst MENDERSHAUSEN 

New York, N.Y. 


Politics and Poverty. By Lewis C. Orv. Foreword by P. Matcotm Srewaar. 
(New York: Funk & Wagnalls. 1948. Pp. xii, 188. $3.00.) 


Since the end of the war we have seen an intensive interest in the question 
of industrial productivity, particularly in Great Britain. One of the first acts 
of Sir Stafford Cripps as chairman of the Board of Trade in 1945 was the ap- 
pointment of nearly a score of “working parties” to investigate productivity 
in their respective industries and to report findings and recommendations. 
At the same time, several technical missions were dispatched to the United 
States to study American methods.’ Just now we have a series of visiting 
“production teams” touring this country under the auspices of the Anglo- 
American Council on Productivity. 

We are indebted principally to Dr. L. Rostas, of the National Institute o! 
Economic and Social Research, for statistical analyses of productivity in the 
two countries, presented in his recent work, International Comparisons 0/ 
Productivity in British and American Manufacturing Industry.? In the feld 
of non-statistical comparison, however, no one has done more than Lewis C. 
Ord, author of the work under review. As a production engineer with extet- 
sive experience in England, Canada, and the United States, he has had an ut- 
common opportunity for observation and speaks, accordingly, with unusual 
authority. 

In his earlier book, Secrets of Industry, Mr. Ord analyzed the organiz 
tion and mechanics of mass production as practiced here and in England, pre 


*The reports of these working parties and technical missions have been summarized 
briefly in Technological Stagnation in Great Britain, Machinery and Allied Products Insti- 
tute, 1948. 

Macmillan (London), 1949. 
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that senting a general critique of industrial efficiency in that country. The present 
and work, though overlapping the earlier one to some degree, is concerned, as the 
licies title indicates, primarily with the non-mechanical factors underlying the 
crip. backwardness of British production—the restrictionism practiced by trade 
unions and industry, nepotism and the caste system in management, the lack 
lable of technical education, stuffed-shirt directorates, and above all, the absence 
hum- of a national antitrust policy. 
form Mr. Ord is a vociferous critic of over-centralized planning and administra- 
W in- tion, whe ther industrial or governmental. Needless to say, he is an uncom- 
lems. promising opponent of Socialism, in all its forms. That his views would cheer 
made and confirm the most zealous proponent of free enterprise may be indicated 
have by a brief quotation: 
ne Ignc ring the countries in between, there are two sharply opposed national 
systems which direct the businesses of a nation. These businesses may be 
. as completely pl lanned and ruled from the top, without competition, as in Russia. 
om They re be kept sharply competitive, decentralized, and lean at the top, 
as in the United States. . . . Were these two systems used to operate the 
EN industries of two countries, each of them equal in tools, equipment, tech- 
nical effic iency, workmen, managers, and everything else, ‘one system would 
roduce double the prosperity for the people that could be obtained under 
WART, he ee, . . . The British Government have chosen the least efficient 
f these two industrial systems as their ideal and model. 
estion The book suffers, unfortunately, from certain literary defects. It is poorly 
t acts organized and repetitious. Nevertheless, if the reader is not too impatient with 
he ap its shortcomings, he will find it an interesting and provocative discussion by 
tivity one of the few men qualified by personal experience to engage the subject. 
GrorGE TERBORGH 
Jnited Washington, D.C. 
isiting 
Anglo The Sugar Industry and the Federal Government: A Thirty Year Record 
1917-47). By JosHuA BERNHARDT. (Washington: Sugar Statistics Serv- 
ute 0 ice. 1948. Pp. vii, 344. $3.90.) 
in the Dr. Bernhardt presents in his book the development of the policy of the 
™ federal government with respect to sugar during the thirty-year period be- 
e het ginning with the government contol of sugar in World War I. 
aon \ The book is divided into four parts. In Part I, the author analyzes govern- 
exten _ ment control of sugar during World War I. Part II covers the period of high- 
abe tariff protection of the sugar industry during 1921-1934. Part III presents the 
nusie federal regulation of the sugar industry during the Roosevelt administration 
vial og ‘ore the entrance of the United States in the war in 1941. And, finally, Part 
see deals with government control of sugar during World War II. 
d, pre The book under review is not really a book written anew by the author. 
marized It is partly a collection of Dr. Bernhardt’s earlier publications, published sep- 
ts Insti arately in economic journals, and partly a collection of government documents, 


} 
rh 


uch as reports of various government offices and bureaus dealing with sugar, 
‘estimony of the author before various congregational committees, etc. How- 
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ever, the author participated in some way in the preparation of practically 
all of those documents during his long and intimate connection with varioy 
federal offices dealing with sugar. Some of these documents are signed by Dr 
Bernhardt in one or another of his official capacities; others were fully o 
partly prepared by him. Because of this fact the book represents a certaiy 
unity, in spite of the fact that it is a collection of articles and official docy. 
ments published at different times. Their selection was skillful enough to pre. 
sent in a relatively short space a fairly complete history of the federal sugs 
policy, and the several important changes that it underwent during the thirty 
years reviewed. 

The inclusion in the first part of the book of the author’s earlier public. 
tion, Government Control of Sugar, published in 1920 and long out oi 
print, may be welcomed since it permits the reader to see to what exten: 
the experience during World War I was utilized by the government in organi. 
zation of controls during World War II, and to what extent the earlier error 
were repeated. 

Since the larger part of the book consists of documents, in the preparation 
of which the author participated officially, and since most of his articles als 
were written when he occupied one or another official position, the histoy 
given in the book is an official history, defending government policies rather 
than criticizing them. In his defense of government policies, however, the 
author is always inspired by the public interest. 

The book will be useful for the students of the economic history and ec 
nomic policy of the United States, and may be profitably used as reading {or 
college courses. 

V. P. TrmosHENko 

Food Research Institute, Stanford University 


Public Utilities; Transportation; Communications 


American Transportation in Prosperity and Depression. By THor Huttcrts 
Stud. in Business Cycles, No. 3. (New York: National Bureau of Eco- 
nomic Research. 1948. Pp. xxx, iii, 386. $5.00.) 

This book is written as a planned development of studies by the Nation 
Bureau of Business Research on business cycles. Basic analyses of cyclic 
fluctuations are to be found in Mitchell, Business Cycles: The Problem ant 
its Setting and, more recently, in Burns and Mitchell, Measuring Busines 
Cycles. In these volumes, and especially in the second, the authors describe 
methods of attack, established a reference scale that distinguished periods © 
expansion and contraction, and discussed the behavior of selected cycles with 
respect to duration, amplitude, ard other important characteristics. The Bu- 
reau now proposes to build upon such foundations by publishing a series © 
monographs, each of which will seek to estab!ih the cyclical behavior which 
has been characteristic of ar important act ity or group of activities. Hut 
gren’s railroad study is the (13. of these undertakings which has appeared. 

Hultgren finds that the leng‘! of the cyclical periods in railroad freight 
transport and the location of turning points conform with reasonable pr 
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<jsion with the established reference scale. There is no great lead or lag. 
Over the period 1869-1938 ton miles usually reached a peak later and a 
trough earlier than did business; after 1914, however, the variations were 
slight except in the case of the depression which reached its lowest point 
in 1933, Passenger travel showed greater variations from the assumed norm; 
in the successive contractions and expansions 1929-33, 1933-37, 1937-38, 
and 1938-40, however, the conformity of passenger, excluding commutation 
travel. with the reference scale was very close. Hultgren’s observations, there- 
fore, testify to the accuracy of the frame of reference with which comparisons 
are made. There is a good deal of local cross movement within each cycle, 
but not enough to obscure the character of the cycle as a whole. 

Considering further and more particularly the effects of rising and falling 
traffic upon the physical and financial averages which can be derived from 
railroad figures, the author reports and explains the facts in great detail. 
Periods of rising traffic are characterized by heavier carloading, by longer 
trains and heavier trainloads, and by a record of more miles and ton-miles 
per month for freight and passenger locomotives. In passenger trains there are 
more people in a car and more cars in a train. Jobs increase as traffic grows, 
although not as rapidly, and the output per man hours in ton and passenger 
miles is greater, especially in the first segment of an expansion. In periods of 
contraction there is more empty car mileage, fewer tons and passengers in 
cars, and more labor paid for that is not used. On the other hand, the speed 
of trains increases more rapidly with contracting than with expanding traffic 
and there are fewer terminal delays and less wasted time in handling loaded 
trains upon the road. 

Hultgren points out that, as a net result of these variations, every ex- 
pansion is associated with a corresponding fall in cost per traffic unit and 
every contraction by a rise. He says: “The data . . . suggest that, under 
comparable conditions as to morale of labor, quality of fuel and materials, 
efficiency of management, prices and wage rates paid, a large volume of traffic 
would always be accompanied by a unit cost lower than that which would 
accompany a smaller volume of traffic.” This, he thinks, is the fundamental 
reason why railroad profits rise during periods of expanding traffic in 
spite of some influences which might cause a contrary result. The turning 
point in costs, he notes, is generally after the high point of a traffic expan- 
sion and the low point of a contraction in volume has been reached, although 
the most rapid increases or decreases occur in earlier periods of the cycle 
in each case. Profit margins do not, characteristically, shrink while volume 
is still growing; their behavior does not, therefore, afford an indication of 
radical changes still to come. 

Chere is much that is interesting in this analysis both for students of cycles 
and for those who are interested in the railroad industry as such. For the 
lormer it provides a vivid picture of the internal changes which occur in an 
industry under broad cyclical pressure. The statistical material examined 
is very large, and the correlation of averages of performance in particular 
aspects of railroad work with the over-all movements of traffic is interesting 
and plausible. Moreover, the variety of reliable data in the controlled railroad 
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system is so great that it is possible to attempt interpretations which mi ght 
be dangerous in other cases. For students of railroading, as such, the study 
provokes reflections with respect to the operating characteristics of railroad 
undertakings. 

Speaking to the second point but, perhaps in part to the first also, it seems 
to the reviewer doubtful that Hultgren is right in asserting that a lar 
volume of traffic in railroad operations is always accompanied by a unit cos 
lower than that which would accompany a smaller volume, even after the 
documentation which his monograph supplies. If, at a given date, say for the 
year 1946, traffic units are computed and averages of performance drawn, 
will not appear that the lowest costs or most favorable operating results jp 
the United States will be found associated, peculiarly, with rail carriers which 
enjoy a high density of traffic stated in terms of traffic units per mile of road, 
This is true, for instance, of operating expense per traffic unit. In 1946, the 
operating expense of the Pennsylvania Railroad with 7,895,000 traffic units 
per mile of road was .93 cents per traffic unit, while that of the Illinois Cen. 
tral with 3,648,000 traffic units per mile of road was .74 cents per traffic unit, 
The conclusion is not drawn from two selected comparisons; a multiplication 
of instances will show that the correlation is inexact. What is true of operat. 
ing expenses generally is understandably true of fuel costs per _" wit 
and it is also true of averages such as those of gross ton miles per trafic 
unit in which no monetary elements appear. In 1946, the number of gros 
ton miles per traffic unit was 3.1 on the New York Central with a “seh , 
5,317,000 traffic units per mile of road, 2.9 on the Southern with a density 
of 2,793,000 and 2.4 on the Pere Marquette with a density of 2,397,000.A 
high rate of gross ton miles to traffic units is, of course, an unfavorable 

What the author’s figures show is that an increase in traffic will lower uit 
cost and that a decrease in traffic will raise it with a given capital equipment 
or at least with an investment which does not fluctuate with volume. This s 
the question of full utilization of capacity at any time as distinguished from 
the question of economy of scale. As a matter of fact there is, naturally, 
excess capacity at the trough of any cycle in the railroad industry. One 
would be inclined to expect, also, a general tendency toward excess capacity 
over longer periods as a result first, of the emergence of other forms of trans 
port and, second, of advances in the rates of pay of railroad workers whic 
may well have reduced the marginal product of a dollar spent in oe 
laborer below the marginal product of a unit of capital devoted to railroad 
work. The second influence would explain the steady decline in the man hous 
paid for in maintenance work per 100,000 traffic units between 1921 ant 
December, 1938 which Hultgren reports and here correctly explains. Ther 
seems to have been a similar decline in the case of maintenance of equi> 
ment, in train and engine employees, and in the category of yardmasiess 
switch tenders, etc. 

One may easily suppose that the characteristic oversupply of railroad {a 
cilities, especially since about 1920, the steady pressure for the substitutia 
of machines for men, and the offsetting effects of political and industrial 
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nce exerted by an organized personnel may have altered the amplitude of 
fuctuations in railroad traffic and also the behavior of averages of perform- 
ance in particular cases. It seems an oversimplification to explain changes in 
cost merely in terms of volume, in view of these facts, and it is particularly 
sone ous to connect variations in specific performance with volume, to the 
degree characteristic of this monograph, without reference to other factors 
which may have entered in. Of course, the author does not think that this is 
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er the so. Whether he is correct or not will be shown, doubtless, by later studies 
or the in the series which will deal with industries which have different charac- 
wn, it ) teristics than are associated with railroad operation. 
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The material in the monograph is well arranged and fully illustrated by 
graphs and tables. The treatment is objective, and important points are thor- 
oughly discussed. Some attention is given to the transit industry, to highway 
traf, and pipe lines and water traffic, although statistics in these areas do 
not permit elaborate analysis. There is, finally, a chapter on future cycles. 
The volume deserves attentive study, and will rank as a contribution in its field. 
STUART DAGGETT 


Land Economics; Agricultural Economics; Economic Geography 


Agricultural Economics. By BENJAMIN HorACE Hipparp. (New York: Mc- 
Graw-Hill. 1948. Pp. ix, 441. $5.00.) 

The author of this book has given special emphasis to the historical 
development of the problems in agricultural economics. In so doing, Dr. 
Hibbard has drawn on his many years of experience in agricultural economics 
and has shown his keen awareness of the interrelationship of political and 
economic forces. Most of the major problems usually recognized in an 


This & over-all approach to agricultural economics are included. Special emphasis, 
d — however, is given to tenancy, to the tariff and its effect on agriculture, and 
a _ to the development of farm movements and the farm organizations in this 
= Country. 
apaciy "It may be classed as a philosophical and historical treatment of the 
: — _ mic problems of agriculture without too much attempt to point to 
deo: res solutions. It is more of a look backward than a look forward. Statistical 
mer data are kept to a minimum except as they are used to paint the historical 
— oo e and portray current trends. It is in the analysis of the economic 
71 and ~~ elopment of agriculture and in pointing out some of the fallacies of our 
Thee fa _ tural policies that the author makes his contribution rather than 
analysis of present-day economic problems. 

” ‘th the exception of the first chapter which concerns itself with the 


mastes; HAS meaning of economics, the first sixteen chapters deal largely with that 
§ sroup of problems which one normally expects to find in an orthodox agri- 
cultural economics text, such as farming in a modern society, why so many 
rial it population, size of farm, machinery, factors of production, i in- 

ity of cultivation, land values, wages, rent, credit, marketing, and farm 
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cooperatives. The remaining eighteen chapters of the book are devoted 
largely to tenancy, tariff, and the development of farm organizations. In the 
treatment of the problems in the first chapters, the question may be raised 
in some readers’ minds as to whether the developments in agriculture anj 
in agricultural economic research during the past two decades have bee, 
given sufficient weight. Both the treatment and references would indicate 
an undue emphasis on conditions in the earlier periods at the expense of 
changes and developments in recent years. 

A detailed treatment of the tariff and its effect upon agriculture is pre 
sented. The author explains why the farmers of the mid-west have been for 
protection even though it has been against their economic interest, In this 
section the author has also pointed out desirable future policies. As excellent 
as the treatment is, the question may well be raised as to whether the tarif 
has not been over-emphasized as a solution to agriculture’s price and income 
problem. The assumption, that the only way that the United States can 
also be challenged. With the national debt at its present level and many 
other fixed costs at high levels, it might well be argued that adjustments 
should be made in exchange rates and in other areas rather than reducing 
prices which would allow us to continue to trade with the rest of the world. 

Very little attention is devoted to the economic problems of agriculture 
arising out of the unstable nature of the domestic economy. Little attention 
is given to the role of monetary and fiscal policy in stabilizing the general 
economy and, in turn, the demand for farm products. To the author thes 
may seem of minor importance and simply reflections of the major problem: 
of world trade. He concludes his book with the sentence “What we most 
need, and eventually must have, is reestablished world trade.” . 

In the chapters dealing with farm movements and the development 0 
various farm organizations, the author demonstrates first-hand knowledge 
of the political forces causing the development and decline of these various 
movements and groups. For anyone interested in farm organizations, this 
section is particularly valuable. It should be read by those interested in 
agricultural policy as well. 

One cannot help close the book with a feeling of pessimism as he views 
through the author’s eyes the recent problems of agriculture and our attempts 
to solve them. Nor do the author’s uncertainties concerning his position and 
his appraisal of the practical possibilities of a realistic approach in the years 
ahead encourage one. One misses in the written page the stimulation 0! 
Dr. Hibbard’s pungent sense of humor when speaking, which always mate 
things seem not quite so gloomy as they really were. But it still reveals hs 
gift for discussing economic subjects intriguingly and in non-technical ped 
guage. Students of agricultural economics and many others, will find a 
book a contribution to the economic history of agriculture and agricultural 
J. CarroLt 

Purdue University 
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rnment Regulation of Industrial Relations. By GrorcE W. TAYLOR. 
(New York: Prentice-Hall. 1948. Pp. xii, 383. $4.00.) 

American Labor and the Government. By GLENN W. Miter. (New York: 
Prentice-Hall. 1948. Pp. xiv, 638. $5.50.) 

A revisionist voluntarism permeates Professor Taylor’s important book 
in which, in the course of reviewing industrial relations over the past decade 
and a half, he sets forth his philosophy of collective bargaining. His is not 
the voluntarism of the Gospel according to Samuel Gompers who was sus- 
picious alike of private arbitration and government regulation in any form. 
Taylor does not propose collective bargaining totally unconstrained by inter- 
ference or the reaching of agreements unimpelled by any outside influence. 
His acceptance of voluntarily agreed upon compulsion is evidenced by sup- 
port of voluntary arbitration and “government regulation instituted with the 
acquiescence of the parties directly affected” (p. 8); and of compelled “volun- 
tary” agreements by acknowledgement of public and governmental pressures 
which can lead the parties to contracts not based upon full consent, as some- 
times happened under the guidance of the National War Labor Board. He 
inhabits a quarter-way house between collective bargaining based on spon- 
taneous acts of choice and on government regulation. 

Professor Taylor has picked a most significant problem: the accommoda- 
tion of organized labor, large-scale and increasingly organized industry, and 
government to each other. We have passed from an essentially atomistic and 
independent society to an increasingly pluralistic and interdependent one. 
The distribution of effective decision-making power is as perplexing as it is 
momentous. Taylor favors “better industrial self-government” as against the 
“worldwide trend toward the amassing of power in central government”’ (p. 
ix). “Further steps down the road of government regulation could lead us far 
away from the basic principles upon which our country is built” (p. 276). 
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various 
ons, this He does not take a solitary stand, for his philosophical opposition to govern- 
ested in ment regulation of industrial relations is shared by the National Association 


of Manufacturers, the Chamber of Commerce, the American Federation of 
Labor and the Congress of Industrial Organizations. None of these organi- 
zations favors such control in principle—but sometimes in practice when used 
against its adversaries. This distinguishes Professor Taylor who does not 
lavor it, per se, at any time. His position may well prove to be the accepted 
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attempts 
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ation of basis for federal policy in the future, despite the public opinion polls which 
ys made show considerable support for compulsory arbitration, and the high tide of 


federal intervention in collective bargaining may have past. 

. The arguments advanced against compulsion are persuasive. Government 
interference will transfer union-management controversies into the “political 
arena” where satisfactory solutions will be harder to achieve than around 
the conierence table. The power of government will be unduly augmented, 
which is an “ample cause for disturbing concern to those who still believe 
in industrial self-government” (p. 336). Acceptable standards have not yet 
been developed as a guide for coercive decisions. Enforcement, in a democ- 
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racy, can become a disturbing complication if powerful private organiza- 
tions choose not to comply. Compulsion, further, is not popular with the par- 
ties potentially subject to it 
The disquieting reality is, however, that “industrial self-government” 1 1a) 
not always work. It may turn into collusion. Or the parties may not. 
Taylor suggests they do, “set up their own machinery for settling dis ie 
wherever a strike or a lockout entails an undue social cost” (p. 22), Or the 
wage policies pursued may not conduce to economic stability; or union mem. 
bers may not be given ample opportunity to select and instruct their leaders 
Suppose the parties do not show the recommended “increasing regard {or 
the public interest” (p. 13); and suppose also government regulation cannot 
be instituted with “the acquiescence of the parties directly affected,” should 
“industrial self-government” then be preserved? Professor Taylor hopes the 
parties will be wise enough to conduct themselves sufficiently circumspectly 
so that this question may never demand a definitive answer. 
This is the orientation from which Taylor approaches his examination o/ 
collective bargaining in the United States since the passage of the National 
Labor Relations Act in 1935. Few men have had such a vantage point from 
which to view the important developments. He has combined successful ar- 
bitration, including experience as the contract umpire between General Mo- 
tors and the United Automobile Workers, with distinguished public service 
as chairman of the National War Labor Board and executive secretary of 
the President’s Labor-Management Conference, and in other capacities. 
Chronological age aside, he is one of the very leading “elder statesmen.” 
The period covered opened the modern phase of collective bargaining and 
was one of deepening federal involvement. It afforded the American public, 
according to Taylor, an opportunity to observe three alternative governmen- 
tal approaches to collective bargaining. First, the Wagner Act assisted unions 
to organize and took the parties across the “threshold” into collective bar- 
gaining. After that they were to be on their own. Second, the operations oi 
the National War Labor Board illustrated “government policy designed 
facilitate and to bring about a meeting of minds of the parties to a dispute’ 
(p. 202). Third, the Taft-Hartley Act, while many of its individual pro- 
visions are supported by Taylor, represented “sovernment-managed collec: 
tive bargaining.” 
Professor Taylor unequivocally prefers the second. The success of the Rail: 
way Labor Act of 1926 and of some of the industrial relations legislation in 
Sweden does indicate the advantages of governmental regulation based on 4 
degree of prior consent; and it is frequently accepted that this is the best 
current approach to the problem in the United States generally. Taylor, hov 
ever, identifies the National War Labor Board rather more with his preferred 
form of voluntarism than some aspects of the program seem fully to warrant 
While the Board had an amazing record of compliance, some minds did 10! 
meet under conditions of full freedom and consent. The program, however, 
is identified as an “inter-weaving of mediation and voluntary arbi! ration” 
(p. 161). The no-strike and no-lockout agreement of certain leaders of it 
dustry and labor on December 23, 1941, made the agency “a board of volun 


BOOK REVIEWS 1055 


niza- tary arbitration set up under government auspices” (p. 134). And yet, as 
: par- Taylor points out, these leaders “lacked any formal authority to bind labor 

and indt astry generally” (p. 139). Writing about the Lewis, Petrillo and Avery 
may cases. Professor Taylor says, “It would be erroneous to look upon awards 
ot, as in these cases as compulsory arbitration determination. Quite the contrary 


putes was the case. They were no more than ‘recommendations’ ” (p. 161). How- 
Ir the ever, when Avery did not like the “recommendations,” the federal govern- 
memn- ment did see to their implementation anyway. Rather more credit appears 
due the emergency powers of the President and the support of public opinion 
Of in wartime, as elements of compulsion, than this book gives. Forty plants 
annot were seized, and wages were stabilized even when both parties were opposed. 
hould The National War Labor Board did, however, work a miracle in securing 
es the consent for its actions and Professor Taylor discusses some of the methods. 
Tri-partism helped a great deal. Mediation was skillfully undertaken within 
the Board and between the parties. “Disputants were seldom surprised” (p. 
ion of 159)—since the Board had a very good system of leaks. “Acceptable de- 
tional cisions’ were strenuously sought and customarily found. The contribu- 
ion of the author of the book to this success story was an indispensable one. 
Professor Taylor deeply regrets “the failure of the President’s National 
| Mo- Labor-Management Conference of 1945 to work out any procedures that 
service could come into play when collective bargaining failed” (p. 204) and thinks 
ary of this failure “led directly” (p. 207) to the Taft-Hartley Act. In commenting 
acities. on private arbitration he observes that “mediation in arbitration should not 
en.” be dismissed as a possibility unless a contrary desire of one of the two parties 
ig and to the dispute is explicitly expressed” (p. 137), and believes that “mutual 
public, acceptability remains as an important attribute of a first-class decision” (p. 
mmen- 8). In many other ways he also shares the conclusions flowing from his 
unions ric ne experience. 

e bar- ‘The great industrial relations challenge has been the effectuation of col- 
ions of lective bargaining as a constructive social institution” (p. vii). Taylor’s es- 


pectly 


t from 
‘ul ar- 


ned t0 sential answer to this challenge is to recommend the full acceptance by the 
ispute parties of collective bargaining and of each other, good negotiation pro- 
al pro- cedures, mediation and voluntary arbitration. Rather than that government 


collec- being best which governs least, that government governs best which governs 
with the consent of organized groups. This may well be the essential lesson 
for a pluralistic society to learn. 

tion in The volume by Miller is of quite a different order. It is a regulation text- 

ad on 4 book for a non-professional labor law course. It catalogues how far the 

he best courts and the government have gone in regulating labor conditions and col- 

r, how lective bargaining. While somewhat uninspired, it is a straightforward and 


referred clear exposition of the essential facts, and has the great merit of being up to 


e Rail- 


varrant date. It covers the standard subjects including, among, many others, the 
did not conspiracy doctrine, the antitrust cases, the injunction, workmen’s com- 
owever, — child labor laws, the National Labor Relations Act, wartime 
tration labor controls, and the Fair Labor Standards Act. 


soft & The two books, taken together, would make a good combination for an 
fvolun- ™) undergraduate course in labor law. The first offers the stimulating opinions of 
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a seasoned participant, and the latter the carefully documented factual dé. 
tails. 


Crark Kerr 
University of California, Berkeley 


Labor in the American Economy. By Wit.1AM S. Hopkins. (New York: 
McGraw-Hill. 1948. Pp. xi, 368. $3.50.) 


Both the author and the reviewer of textbooks in labor problems are 
today faced with some difficult questions virtually nonexistent before the 
war. A decade or more ago the college course in labor was fairly well stand. 
ardized, consisting in the main of an analysis of “problems,” followed by an 
es osition of the ways in which the parties to industrial relations—industry 
lavor, and the government—attempted their “solution.” Most instructors. 
judging from the publishers’ advertisements, relied on one of the several 
comprehensive textbooks then available as a principal source of reading ma- 
terial. The author of a labor text therefore knew his market, and, given sufi- 
cient skill in writing, analysis, and exposition, could look forward expectantly 
to a respectable number of “adoptions.” 

Today, however, both course content and teaching methods are undergoing 
significant changes. The postwar swelling of the labor relations curriculum, 
apparent in the establishment of professional schools and institutes, is spill- 
ing over into the liberal arts college where more specialized courses are being 
developed. At the second annual conference on the teaching of labor eco- 
nomics held at Cornell University last summer, the discussions revealed the 
increasing number of specialized courses being offered in such areas as labor 
law, social security, collective bargaining, labor legislation, and labor eco- 
nomics. The round table on orientation courses in the labor field revealed 
little agreement among the participants on the objectives of such a course, 
its content, materials, or techniques of instruction. So far as any generaliza- 
tion emerged from the sessions, it appeared that the teachers present spent 
60 per cent of their time on the area of collective bargaining, with 40 per 
cent being devoted to a discussion of the labor force and to wage and et- 
ployment theory. Protective labor legislation and social security were the 
fields usually omitted because of lack of time or the availability of separate 
courses. 

On the question of teaching methods and materials, the conference indi: 
cated even more sharply a definite trend away from the use of general tex!s 
in favor of experimentation with field work, discussions, case studies, role 
playing and other “laboratory” methods. 

Two questions thus emerged from this sector of the conference: Is the 
one-semester course in labor problems vanishing, at least to the extent that 
no one can safely predict its content? And is the textbook tending to become 
an obsolete tool of instruction? If, as seems likely, a tentative affirmative ca" 
be given to both these questions, then the market for single general texts 
changing, making it difficult for author and reviewer alike to judge the de 
mand for a new product. 
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de- Professor Hopkins’s product has several novel characteristics. The author is 

frankly in revolt against the increasing length and encyclopaedic character 
2R of recent texts. Because of his own experience with the futility of asking ele- 

mentary students to master the vast body of detail now existing, he has 

sought to write a brief volume using as a unifying theme the problems grow- 
ork: ing out of the employer-employee relationship. To accomplish this with the 

necessary economy and brevity, he omits any consistent exposition of eco- 
- are nomic theory on the ground that this subject has already been covered in 
» the the elementary economics course. (The conference last summer, however, 
-and- exhibited no agreement on the question of whether an economics course should 
yy an precede a labor course, nor, even when it did, whether the teacher could 
istry. safely rely on the assumption that the students had acquired a sufficient mas- 
ctors. tery of principles which could be applied without more training to labor 
veral economics). Statistics and other labor facts are also used sparingly by Pro- 
7 ma- fessor Hopkins since current sources are available to supplement the de- 
sufi scriptive material of the text, while the intricacies of labor law and social 


antly security legislation are left for more specialized courses. 

, What remains after these major operations on the body of labor knowledge 
is divided into three parts. Part I: Labor Problems, is devoted principally 
to an analysis of types of unemployment, with somewhat briefer treatment of 
the forces determining wage rates, hours, and working conditions. Part II: Col- 


going 
ulum, 


spill- 
ie lective Bargaining, includes a description of union and employer organizing 
r eco- tactics, and the bargaining process; an analysis of the typical provisions 
ed the found in labor agreements; and a discussion of contract administration, in- 
labor cluding the arbitration of grievances. Part III: Labor, Management and the 
r eCo- Public, consists of two brief and wholly inadequate chapters comprising only 
vealed 17 of the book’s total of 302 pages. 
~oUrse, This volume invites examination by those who agree that the subject mat- 
raliza- ter of the introductory course should be confined largely to an exposition 
- spent ' of the problems of unemployment and collective bargaining. Professor Hop- 
40 per kins writes clearly and entertainingly on these topics, succeeding in his 
ud em- avowed aim to match the lively, informal, and very human nature of his 
re the ubject matter with a corresponding style and treatment. The bibliographies 
eparate at the end of each chapter are well selected and should prove helpful for the 
supplementary assignments which the brevity of this book makes possible. 
e indi- . But while the volume gains in readability from its simplicity of presenta- 
a] texts tion, it also suffers from some obvious defects of oversimplification. In fact, 
es, role the very smoothness of the exposition may tend to lull the student into a 
belief that most of the problems mentioned lend themselves to easy “solu- 
Is the tion.” Even the author himself seems at times to lapse into just such a nar- 
nt that cotic state as when he asserts, for example, that methods of wage payment 
become lurnish “one of the most easily removable sources of conflict in American 
ive can industry” (p, 127), or when he states that “the many decent employers in 
texts is the nation are in large part responsible for the appearance of so many decent 
the de- union leaders” (p, 124). This same tendency to substitute assertion for 


‘ 
analysis can be seen in other sections of the book; for example, in the state- 
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ment (p. 207) that “persuasion by a picket is quite legal provided it js peace- 
ful in the eyes of the court,” which overlooks the grave new legal issues posed 
by the Taft-Hartley Act. 

The chapters on labor history and collective bargaining, while in no sense 
novel in analysis, have the merit of providing for the elementary studen; 
some perspective over the territory of labor relations before he begins his 
journey afoot. But here too the omission of the legal background may well 
blind the student to the trail. Thus, the treatment of negotiable and non- 
negotiable issues (pp. 224-25) suggests that when a rival union demands bar. 
gaining rights, the union which has been the bargaining agent will refuse 
to negotiate on the issue of recognition. This may be true, but only partially 
so, for certainly some hint should be dropped to the student at this point 
that the National Labor Relations Board may have a voice in determining 
the question. Similarly when the Act is mentioned in connection with union 
shop elections (p. 238), the exposition is too brief to give the student any 
idea as to what the controversy concerning this requirement has been all 
about. Again, the author makes the assertion that under the 1947 Act, most 
unions have refused to sign a no-strike clause, a fact which may be true, but 
for which we have at the moment, to the best of this reviewer's knowledge, 
no reliable verification. It may also be proper to ask why there is no men- 
tion of the growing importance of health and welfare funds as an issue in col- 
lective bargaining today. 

The chapter on arbitration is one of the most useful in the book, for this 
is a new field where very little simple expository material has crept into the 
texts. But here again the author falls into the error of oversimplification when 
he asserts (p. 276) that a conscious accumulation and following of precedent 
is desirable in grievance arbitration—certainly a debatable statement—r 
when he states that at least one level of appeal should be provided for a re- 
view of the original arbitrator’s award. 

These statements of partial truths, together with some careless textual er- 
rors such as the references to the Maximum Employment Act and the Board 
of Economic Advisors when the appendix provides the correct designations, 
or the inference (p. 153) that the anti-Communist faction has regained con- 
trol of the Furriers union, suggest that this volume should be used only by 
an experienced teacher who can make the necessary factual corrections, i 
in the gaps in statistics, theory and law, and point out the broader issues in- 
volved in labor management relations. But an experienced teacher may no 
need or desire a textbook, preferring to experiment with the wider range 0! 
techniques and materials now coming into use. We revert, therefore, to Ws 
questions posed at the beginning of this review as well as to that raised by 
Professor Hopkins in his preface. Perhaps the way to meet the expansion 0! 
knowledge in the labor relations field lies not in tearing away the flesh (0 
expose the skeleton but in a greater articulation of the curriculum. fo 
knowledge in this field is rapidly becoming too extensive to be confined either 
to a single text or a single course. 
JEAN Trepp McKELveyY 


Cornell University 
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ace- 


osed The New Men of Power—America’s Labor Leaders. By C. Wricut MILts. 


New York: Harcourt, Brace. 1948. Pp. 323. $3.50.) 

ense As Professor Mills sees it, the “main drift” in the United States is “towards 
dent war and slump.” The only organizations that can stop this drift are the trade 
: his unions (p. 3). But labor-business cooperation, he believes, is not the route 
well ) to peace and prosperity; it is a “trap set by the sophisticated conservative” 
non- - into which the “labor leader is walking backwards” and thus helping to move 
bar- ' the United States “into a corporate form of garrison state” (p. 233). These 
pfuse conclusions have international implications, for Professor Mills also believes 
ially ' that “What the U. S. does, or fails to do, may be the key to what will 
point happen in the world. What the labor leader does, or fails to do, may be the 
ining key to what will happen in the U. S.” (p. 3). Otherwise stated, the labor 
inion | leaders “are now the strategic elite in American society.” Our prospects are 
bg ' indeed dim, however, if it is correct to characterize these leaders and the 
general situation by writing that “Never has so much depended upon men 
who are so ill-prepared and so little inclined to assume the responsibility” 
The characterization of the labor leaders, correct or no, rests upon a set 
of facts and generalizations that are in themselves highly interesting and 
thought-provoking. (Some readers will find certain items only provoking.) 
For example, there are data on a large sample of A.F. of L. and C.LO. 
leaders concerning their ages, formal education, nativity, occupations of 
“image of business,” incomes, and their attitudes toward the old 
tical parties and the desirability and prospects of a new party. 

nong the generalizations, the following are particularly worthy of note. 
Radio newscasts, radio comments, and newspapers are “not kind” to organized 
labor and its leaders. The “general rule” is to “ignore the peaceful and 
stable features” of union activities and emphasize in detail the strikes, dead- 
locks, and violence (p. 32). More than half the questions put by the polling 
organizations to the public about organized labor in the period 1940-45 
were biased against unions (p. 298). Labor leader racketeers, in using the 
power of unions to improve their business positions, “have merely adapted 
themselves to the prevailing circumstances and practices of American eco- 
nomic life” (p. 123). 

_ Professor Mill’s conclusion that labor leaders are ill-prepared and dis- 


inclined to use their position as the strategic elite to try to stop the main 
crilt rests in large part upon the results of the application of four tests of 
“muitancy.” To be “adequate” to the prevailing situation those leaders must: 


(1) “see the immense power and influence of business and its associations on 
national affairs”; (2) “recognize the intent of business to break or shackle 
lat ions”; (3) “see that the two dominant parties are blind traps”; and 
(4 favor “a labor party, at least within the next ten years.” The author 
continues: “According to these standards, which are not very rigorous or 
‘Tustworthy, 8 per cent of the C.I.O. and 4 per cent of the A.F. of L. leaders 
\pp. 288-89). His conclusion rests, for another part, upon examples 
show that in the name of union-management cooperation labor 
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leaders have at times “lined up with the vested interests of [an] industr 
against the general business community, not to mention the public.” Such 
developments could (at times he seems to mean would more or less inevitably 
lead to nationwide cooperation under state control; that is, to a corporate 
state (pp. 228-29, 121, 132, 154). 

Although, as noted, Professor Mills considers the unions “the only organi. 
zations capable of stopping the main drift,” it is abundantly clear that he 
believes their leaders and members must develop more political awareness: 
and become the core of a new party. It is, therefore, at least disconcerting 
to discover (pp. 274-81) that the other constituents of this party would be 
almost identical with those previously proposed by some labor leaders. Those 
proposals had been contemptuously dismissed as collaboration “with the 
practical right to form another party just like those already existing” (p. 214) 
Furthermore, the author would have been well advised to use less sweeping 
language in his contention that in “all countries” the “intellectual . . . has 
succeeded only in rare instances and for short periods of time” in “raising 
the level of political awareness” among workers (p. 281). Nor does Professor 
Mills indicate appreciation of the difficulties involved in encouraging con- 
sumer cooperatives and at the same time organizing as a part of the “left” 
the small-business men. Austrian experience is pertinent to the last two 
comments. Again, it is scarcely consistent to write that “The New Deal 
destroyed any reason-for-being of a national third party” (p. 181) and to 
argue for one at considerable length. The claim that the effect of the New Deal 
was “to destroy the chances over a long time for independent political action 
by labor” (p. 184) may have been intended as a qualification of the flat 
“destroyed” of the earlier sentence. If so, the reader wonders whether the 
author failed to take into account his own generalizations that under con- 
ditions of slump “the size and significance of the political publics may undergo 
great change with bewildering swiftness” (p. 28) and that a slump i 
inevitable (pp. 30, 238, 243, et al.). Finally, in this little catalog, it is 
simply untrue that “intellectuals . . . have consistently supported independent 
political parties” (p. 217). 

None of the foregoing is intended to deny that Professor Mills has written 
an outstanding, stimulating and highly useful book. It remains regrettable 
that certain inconsistencies and discrepancies leave the reader in doubt about 
the thoroughness with which the author thought through a few of his major 
problems and proposals. 

A. GULICK 

University of California, Berkeley 


Collective Bargaining: Principles and Cases. By Joun T. DUNLOP. (Chicago 
Richard D. Irwin. 1949. Pp. xvi, 433. $4.00.) 

This book is designed for classroom use at an elementary level. It ba 
grown out of the teaching of the course called “Trade Unionism and Colt 
tive Bargaining,” which, at Harvard, is a one-semester introduction to Labor 
Economics. The book is divided into two parts: a section comprising 4 discus 
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sion of the elements pertinent to an understanding of collective bargaining, 
including chapters on the emergence of collective bargaining, a national 

policy, union-management organization, the labor agreement, and standards 
for wage determination; and a section comprising a collection of cases ar- 
ranged by issues, covering discharge and discipline, status of union and 
management representatives, union security, employment rights, work sched- 
ules, vacations, and wages. 

While the introductory discussion is good, the chief merit of the book is the 
presentation of cases. Although not intended to cover all issues, the selection 
of cases is balanced and the book should prove useful as a supplement to the 
traditional type of text in the general Labor Problems or Labor Economics 
course, or it should prove useful as a text in a course introductory to the 
study of collective bargaining. 

The merit of Dunlop’s presentation of cases, as distinguished from that in 
the typical case book, is the statement of the issue and the positions of the 
parties without giving answers; only occasionally is the decision of the ar- 
bitrator included. It is wisely recognized that there is no “correct”? answer 
and Dunlop has included a series of questions following each case which may 
prove useful in pointing up discussion of relevant elements in the issues at 
hand. The limitation of the presentation is the inability in a small book to 
make the whole step toward building complete case situations. An issue in 
collective bargaining or under an agreement is nearly always inextricably tied 
in with a total relationship. One needs to know the nature of this relation- 
ship, including the whole contract, the company and union structures, the 
personalities, the industry and the community. These things, of course, cannot 
be put into a text or case book. The teacher will be well advised to find some 
local cases about which it will be possible for the student to acquire a fa- 
miliarity with the total situation so that the realities and complexities of 
the issues studied can be observed. 

If the presentation of background and factual materials is a little on the 
skimpy side, nevertheless, Dunlop’s cases will provide a basis for wholesome 
discussion of the common issues in collective bargaining. The good instruc- 
tor must always enrich his course by making it as realistic as possible with 

his own materials. 


VERNON H. JENSEN 
Cornell University 


Job Horizons. By Luoyp G. REYNotps and JosepH Sister. (New York: 
Harper & Bros. 1949, Pp. x, 102. $2.25.) 
The Labor and Management Center at Yale University recently completed 
a two-year study of the labor market in a “medium-sized New England manu- 
facturing center.” Attention was focussed on labor mobility, wage structure, 
employer personnel practices, and worker attitudes. Interviews were con- 
ducted with workers, management officials, and union leaders, and extensive 
Statistical data were collected. Job Horizons is a preliminary report sum- 


3 marizing the Center’s findings on one phase of the project. The labor market 
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in this primarily non-union community is viewed through the eyes of the 
manual workers themselves. The report describes the circumstances under 
which they enter the labor market in the first instance; how they go about 
finding jobs; what they like and dislike about their work; what they dp 
when dissatisfied with their present jobs; and what conception they haye 
of economic opportunity. 
The picture which emerges is highly instructive. Typically the manu 
worker first enters the labor market because of a financial crisis in his family 
or because he is anxious to leave school and be “out on his own.” In either 
case, he is in a mood to welcome almost any job and is not likely to make 
comparisons of alternative opportunities, There are additional reasons why he 
is inclined to accept the first job he finds. He feels that jobs are scarce and 
valuable; he cften lacks any definite conception of what he is looking for, 
and he is strongly influenced by the suggestions of his parents. Formal pro- 
cedures for obtaining jobs, such as the use of the State Employment Service, 
are not so important as “tips” from relatives and friends or random applica. 
tion at nearby plants. When the worker decides that he wishes to make a 
change, he does not immediately quit, nor does he set out systematically to 
find a more desirable job. Instead, he merely becomes more receptive to ru- 
mors of openings and offers. If nothing turns up, he eventually quits and 
re-enters the labor market. Again he makes use of informal and “political” 
job-hunting techniques, and again he is likely to accept the first offer received 
His knowledge of labor-market conditions is sketchy and inaccurate through- 
out. 
Clearly, these findings do not square with the ideal theory of the labor 
market, but Reynolds and Shister do not regard this as any sign of “irra- 
tional’ behavior. “The worker’s behavior must be understood as a response 
to the situation in which the worker believes he is placed,” they point out, 
“not to the situation as it might be conceived by an omniscient and scien- 
tifically-trained observer. . . . Worker behavior is in general a rational 
adaptation to the circumstances as the worker sees them.” 
The section on “Factors in Job Satisfaction” is rather superficial, and the 
statistical analysis of “Movement up the Occupational Ladder” is inconclu- 
sive for the reason that only workers currently performing manual labor were 
interviewed. On the other hand, “The Worker’s View of Job Opportunity 
is described with feeling and insight. As the worker grows older, wiser, an: 
sadder, he “learns to set bounds to his occupational ambitions. If in his eat'y 
years he has any illusions about a rapid rise to independence and wealth, 
these hopes soon wither before the realities of industrial employment. He 
learns to limit his aspirations to modest and attainable objectives: a chans 
from the second shift to the first shift, from hourly rated work to incentive 
work, from a job in labor grade 9 to a job in labor grade 8, or even to & 
other job in the same labor grade which is more desirable for one reason 
another. Beyond this most workers have little expectation of going.” 
ArtHur M. Ross 

University of California, Berkeley 


| 


of the 
under 
20 about 
they do 
ey have 


Manual 
is family 
In either 
to make 
s why he 
and 
king for; 
rmal pro- 
it Service, 
applica- 
O make a 
atically to 
‘ive to ru- 
quits and 


“political” 


r received 


e through- 


the labor 
of “irra- 
response 
point out 
and scien- 
a rational 


1, and the 
inconclu- 
labor were 
ortunity 
wiser, ant 
his early 
d wealth, 
rment. He 


ae 


a chan 
incentive 
ven to 
reason Of 


Ross 


BOOK REVIEWS 1063 


‘yond Collective Bargaining. By ALEXANDER R. Heron. (Stanford: Stan- 
ford University Press. 1948. Pp. vii, 214. $2.75.) 
It is customary for most “practical men” involved in collective bargaining 
_on both sides of the fence—to cast labor problems within the restricted con- 
tours of their immediate environment. Here and there, however, we find a 
“practitioner” whose vision encompasses far broader areas. Certainly Mr. 
Heron must be counted among these select few. 
A managerial representative, the author nevertheless sees collective bar- 
gaining issues in their total social perspective. Within this framework he dis- 
cusses a variety of diversified topics: the scope of collective bargaining, 
managerial prerogatives, the rdle of government in labor-management rela- 
tions, the unionization of foremen, and so on. While the book lacks a unify- 
ing substantive theme (unless it be the rather vague theme of “labor in 
general”), the approach is undeniably “objective” throughout. Which is pre- 
cisely why the author succeeds in getting at the roots of each issue. And the 
analysis is expressed in language which avoids the sophisticated jargon of 
the researcher. 
Mr. Heron’s ideas, distilled from a welter of experience with the hard facts 
of reality, deserve careful study by the academicians. He provides some 
highly constructive leads which the professionals could explore with profit 
for purposes of refinement. The author’s treatment of the “managerial pre- 
rogatives” issue is particularly noteworthy in this respect. 
While the academic people will find the book a useful source of research 
leads, the other members of the industrial relations fraternity will encounter 
“workable solutions” for problems with which they frequently have to grap- 
ple, 
JoszPH SHISTER 
University of Buffalo 


Labour-Management Co-operation in United States War Production. Studies 
and Reports, New Series No. 6. (Montreal: International Labour Office. 
1948. Pp. vi, 405. $2.25.) 

This study is an account of the organizational arrangements through which 
the United States government enlisted the counsel and cooperation of man- 
agement and labor for the war effort of industry. It was prepared at the sug- 
gestion of the chairman of the War Manpower Commission to supplement a 
similar report which the ILO had published during the war on British Joint 
Production Machinery (Studies and Reports, Series A, No. 43). 

The study is based throughout on primary material (laws, executive and 
administrative orders, manuals and field instructions, reports of the respec- 
tive agencies, official and private files, interviews, and personal observations). 
\t the tin e it was made, source material in digested form was hardly avail- 
able. Since then—in fact, before the study was published—governmental 
accounts of the wartime industrial effort have begun to appear and are con- 
unuing to do so, covering the vast subject in all its phases with great com- 
Pleteness. Foremost among them was Industrial Mobilization for War: His- 
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tory of the War Production Board and Predecessor Agencies 1940-1945, js. 
sued by the Bureau of Demobilization; Vol. I, Program and Administration, 
1,000 pages appeared in print; Vol. II, Materials and Production, 2,500 pages, 
in typescript. In addition, over forty special studies in a series, “Historica| 
Reports on War Administration,” have appeared, each treating of a par- 
ticular industry or a particular problem. (Nos. 23 and 32 deal with Labor 
Policy; and Nos. 24 and 34 with Industry and Labor Advisory Committees.) 
Nevertheless, the ILO study will remain very valuable as a first-hand, com. 
prehensive, and not too voluminous account of a specially significant side of 
the story. 

After a brief historical background, in which the succession of Boards and 
Commissions during the several phases of the war is reviewed, the subject js 
treated chiefly in two parts: Labour-Management Consultation in Volup. 
tary Manpower Mobilization, and Labour-Management Participation in War 
Production Planning. The first of these devotes separate chapters to the or. 
ganization on the national, regional, state, and area level, and in particular 
to the appeal machinery from the lowest to the highest level “permitting both 
employers and workers to appeal from any apparent injustices in the applica- 
tion of the programme” (p. 129). In the part on war production, maximum 
space is given to the government-promoted but voluntary plant committees 
operated in various degrees of “jointness” by management and labor repre- 
sentatives to improve production methods, reduce waste, combat absenteeism, 
and build up morale in general. Another part treats more briefly of the rile 
of management and labor in “other governmental agencies,” notably the War 
Labor Board which is discussed as the only instance of a tri-partite board 
with policy-making rather than merely advisory functions. A concluding 
chapter (reprinted from the Jnternational Labour Review, October 1945 
compares wartime labor-management consultation in the United States and 
Great Britain. Among other matters, it notes some interesting differences de- 
riving from the more securely established trade unionism in Britain which 
permitted the use of the regular collective bargaining machinery for the 
joint solution of manpower and production problems. 

This insecurity in the United States of established relations between man- 
agement and labor runs implicitly through much of this account of “labor- 
management cooperation,” in the form of an ever-present mutual suspicion 
that the other side might use the emergency arrangements to further its own 
ends: management anxious that the unions might expect to be consulted 
about production problems in the reconversion period, or even in peacetime, 
and the unions jealously guarding against plant committees developing int 
“company unions” encroaching on their collective bargaining sphere. Thes 
committees must, however, often have answered a real need; for, according (0 
a survey of 3,200 wartime labor-management committees, several hunare¢ 
were found to have continued and were successfully functioning as 4 pat 
of peacetime plant operation (36th Annual Report of the Secretary of Labor, 
1948, p. 61). 

The book makes somewhat heavy reading. The dryness inherent in the 
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subject is hardly diminished by omission of all names of either persons or 
even particular industries in contrast to the above-mentioned governmental 
accounts which abound in lively personalities and incidents. Yet, in the end 
all this matter of fact detail on boards, committees and commissions form- 
ing and dissolving and reorganizing, and their often humble and often futile 
day-to-day work, adds up to the tremendous thing which it was: democracy 
with its trial-and-error methods, departing as little as possible from its ideal 
of voluntarism, successfully bending the multi-limbed, multi-headed body of 
the free-enterprise system to the single-souled war effort of the nation. 
Joun V. SPIELMANS 
Marquette University 


Industrial Relations in New Zealand. By A, E. C. Hare. (Wellington: Whit- 
combe and Tombs, Ltd. 1946. Pp. 375. 10s., 6d.) 

For almost a half-century now, significant experiments in the field of com- 
pulsory industrial arbitration have been quietly under way in Australia and 
New Zealand. In the latter country a separate Department of Labour was 
established as early as 1898 when only few countries of the world had recog- 
nized the need of establishing separate departments to legislate and control 
with respect to the social problems of industry. Shortly thereafter New Zea- 
land passed the Labour Disputes Investigation Act (1913), and together 
with the Industrial Conciliation and Arbitration Act of 1925, this legislation 
still stands as the central instrument for determining wages and settling labor 
disputes throughout the islands. 

Anderson and Foenander have heretofore published basic analyses of the 
industrial arbitration systems of Australia, but Professor Hare’s work consti- 
tutes the first comprehensive study yet made of the New Zealand system. 
For this accomplishment, he deserves considerable credit. 

The study is presented in three parts. Part I suggests the general problem 

{ industrial unrest in New Zealand by examining the causes of industrial 


unrest, and suggesting certain remedies. Chief causes of unrest are found 
to be discontent arising from work, wages, and ignorance of the worker’s role 
and of his employer’s problems. In overcoming—or at least in lessening— 


these discontents, both the state and the management are found to play im- 
portant roles. 

_ Part II presents a description of industrial organization in New Zealand. 
Chis is introduced by a brief picture of the development of industry and 
population followed by a digest of laws relating to wages, hours, factory con- 
ditions. trade unions, employer organizations, methods of settling industrial 
disputes, and strikes. 

In Part Ill, the author suggests the nature and extent of proposed changes 
ol law and practice within the field of industrial relations which he believes 
are designed to overcome many of the shortcomings of present regulations 
and practice. Among these are recommended a new Factories Act with 
more specific requirements and wider scope than the present law provides, 
r training for management foremen, executives, and personnel offi- 
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cers, a stabilization of employment by reduction of seasonal unemployment 
and the application of the merit-rating principle to Social Security taxes 
better methods of distributing the proceeds of industry through profit-sharing 
and other such schemes, and certain changes in the organizations of both em- 
ployers and unions. 
The author finds no serious difficulties involved in the operation of the In- 
dustrial Conciliation and Arbitration Act, but in the interest of promoting its 
influence and effectiveness he suggests that changes should be made so as to 
“encourage the development of negotiations outside the formalities |aid 
down” (by the Act), and to “devise means for bringing about active cop- 
sultation on common interests” (p. 323). 
A helpful Technical Appendix on the distribution of personal income con- 
cludes the presentation. Colin Clark has done original and basic work on 
the subject of income distribution in Australia, but heretofore very little of 
significance has appeared on this subject in New Zealand where average 
real incomes are probably higher than they are anywhere else in the world. 
My chief criticism of this work, aside from errors (cf. p. 105, p. 152) 
and questions concerning statements of fact and conclusion (cf. p. 79, 81-82 
96, 198) lies with respect to what the study might have done rather than 
what is done. There is very little analysis to be found in the work, for the 
study is descriptive only. This seems to be a serious shortcoming, since 
other nations look upon the New Zealand experiment with considerable 
interest in the hope of finding a sensible democratic answer not only to the 
problem of strikes but also to the basic question of what is the reiationship 
between wages and prices in a country where the workers’ earnings are set 
by a court of arbitration. 
It is to be hoped that some scholar will continue the analysis for which 
Professor Hare has laid a good foundation in order that more light may be 
thrown upon this question of the trend of real earnings under compulsory 
arbitration, even in a small country like New Zealand. 
Paut A. Dopp 
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tration, for the entire period of operation, 9 November 1943 to 31 March 1949. (Wash- 
UNRRA. 1949. Pp. 95.) 

gulat issued by Switzerland regarding its payments with various countries. Suppl. 1, 

in French. (Basle: Bank for Internat. Settlements. Pp. 159.) 


ictivities by the National Advisory Council on International Monetary and 


Report 
Financial Problems covering its operations from Apr. 1, 1948 to Sept. 30, 1948, 81st 
Cong., 1st (Washington: Supt. Docs. 1949. Pp. 68.) 

Report of the director general on the activities of the UN Educational Scientific and 
Cultural Organization in 1948. Unesco pub. 226. (New York: Columbia Univ. Press. 
1949. Pp. 119. Apply.) 

Review of international commodity problems, 1948. U. N. Interim Coordinating Com- 
mittee for International Commodity Arrangements. U. N. pub. no. 1948. IT. D.6. (New 
York: Columbia Univ. Press. 1948. Pp. 47. 50¢.) 

Sixth report to Congress on assistance to Greece and Turkey, for the period ended 
December 31, 1948. Dept. of State pub. 3467. (Washington: Supt. Docs. 1949. Pp. v, 41.) 

Technical assistance for economic development. Plan for an expanded co-operative pro- 

me through the United Nations and the specialized agencies. U. N. pub. 1949-11 


New York: Columbia Univ. Press. 1949. Pp. viii, 328. $2.50.) 

United States participation in the United Nations—report by the President to the Con- 
gress for the year 1948. Dept. of State pub. 3437. (Washington: Supt. Docs. 1949. 
Pp. xiii, 303. 55¢.) 

Business Administration 


\NsHEN, M. An introduction to business. Rev. ed. (New York: Macmillan. 1949. Pp. xi, 


T. N. and Encie, N. H. Wholesaling principles and practice. Rev. ed. (New 


York: Ronald Press. 1949. Pp. xvi, 746. $5.) 
Bovo, R. L. and Dickey, R. T. Basic accounting. (New York: Rinehart & Co. 1949. 
Py xv, 687. $5.) 
BrapsHaw, T. F. and Hutt, C. C., editors. Controllership in modern management. (Chi- 
ago: Richard Irwin. 1949. Pp. xi, 241. $4.) 
Contributors to the volume include D. R. Anderson, J. D. Glover, B. C. Heacock, 


J. H. Jackson, C. E. Jarchow, R. L. Kozelka, K. Powlison, F. J. Roethlisberger, F. M. 
surface and A. R. Tucker. 
Brown, L. O. M irketing and distribution research. (New York: Ronald Press. 1949. Pp. 
\ revision of Market research and analysis. 
CHILDS W H. Consolidated financial statements; principles and procedures. (Ithaca: 
Cornell Univ. Press. 1949. Pp. 367. $5.) 
\ONYNGTON, T. and Bercu, L. O. Business law. 4th ed. (New York: Ronald Press. 1949. 


Dea \. H. An inquiry into the nature of business income under present price levels. 
Paper given before the Study Group on Business Income, October, 1948. (New York: 
ite of Accountants. 1949. Pp. 111.) 


a) 
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Dyxstra, G. O. and Dyxstra, L. G. Business law—text and cases. (New York: Pitman 
1949. Pp. xxiii, 1181. $7.75.) 


GEMMELL, J. Business organization and management. (New York: Gregg Pub. Co. jou 
Pp. xii, 370.) 

Grover, J. G. Business operational research and reports. (New York: American Book Co 
1949. Pp. xi, 299. $4.) 

Huspanp, G. R. and Scutatter, W. J. Introductory accounting. (New York: Pitman Py! 
Corp. 149. Pp. xiii, 695. $5.) 

Jackson, P. E. What every corporation director should know; a handbook for the coy. 
porate director. (New York: William-Frederick Press. 1949. Pp. 213. $3.50.) 


Jones, F. M. Principles of retailing. (New York: Pitman Pub. Corp. 1949, Pp. xii, 651, s: 


Kapor, N. and SitverMan, R. A statistical analysis of advertising expenditure and th 
revenue of the press. Nat. Institute of Econ. and Soc. Research econ. and soc. stud, yi 
(New York: Cambridge Univ. Press. 1949. Pp. xiv, 200. $3.50.) 


Koepke, C. A. Plant production control for factory operations. 2nd ed. (New York 
John Wiley. 1949. Pp. vi, 568. $5.50.) 


Marcu, J. H. Cost accounting. (New York: McGraw-Hill. Pp. 569. $5.) 


MarsuHatt, H., editor. The business encyclopedia. Rev. ed. (Garden City: Garden City 
Pub. Co. 1949. Pp. 534. $1.98.) 

McNarr, M. P. Operating results of department and specialty stores in 1948. Bur. of Bus 
Research bull. no. 130. (Boston: Harvard Univ. Grad. School of Bus. Admin. Pp. 61 
$4.) 

Mirroy, R. R. and CarmicuHaet, G. L. Introduction to accounting. (Boston: Houghton 
Mifilin. 1949. Pp. 878. $4.50.) 


Montcomery, R. H., Lennart, N. J. and Jennincs, A. R. Montgomery’s auditing. 7th ed 
(New York: Ronald Press. 1949. Pp. ix, 690. $6.) 


New ove, G. H. and Garner, S. P. Elementary cost accounting. Rev. ed. (Boston: D. C. 
Heath, 1949, Pp. xii, 756. $5.50.) 


C, Audits and examinations—standards and procedures. (New York: America 
Book Co. 1949. Pp. xi, 570. $5.25.) 

Owens, R. N. Management of industrial enterprises. (Chicago: Richard D. Irwin. 1% 
Pp. xvii, 650. $5.) 

Paton, W. A. Essentials of accounting. Rev. ed. (New York: Macmillan. 1949. Pp. =, 
863. $5.50.) 

Sanvers, T. H. Company annual reports to stockholders, employees, and the public. 
(Boston: Harvard Univ. Grad. School of Bus. Admin. 1949, Pp. 338.) 


Scueps, C. Accounting for colleges and universities. Stud. in commerce no. 1. (Baton 
Rouge: Louisiana State Univ. Press. 1949. Pp. xix, 391. $6.50.) 
Deals with technical phases of accounting and finances in the administration o! 
educational institutions. 


Tuompson, K. M. Profit sharing; democratic capitalism in American industry. (New 
York: Harper. 1949. Pp. 345. $4.) 

Tuurston, J. B. Basic internal auditing principles and techniques. (Scranton: Internat 
Textbook Co, 1949. Pp. 106. $2.75.) 

Witcox, F. Mine accounting and financial administration. (New York: Pitman. 
Pp. vii, 489.) 


1949 


— 
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rhe éuture of business research, Addresses at the First 1949 Economic Institute, by H. T. 
: McA \ H. Robinson, A. G. Abramson, W. Alderson, A. C. Nielsen, and E. B. George. 
"J Chamber of Commerce of U.S.A. 1949. Pp. 110. $1.) 


ryroll. Non-wage labor costs of doing business. (Washington: Chamber of 
the U.S.A., Econ. Research Dept. 1949. Pp. 32, mimeo.) 


Industrial Organization and Markets; Public Regulation of Business 


T. The Canadian bureaucracy—a study of Canadian civil servants and other public 
Durham: Duke Univ. Press. 1949. Pp. xii, 292. $5.) 


W. M. Price supports. (Irvington-on-Hudson: Foundation for Econ. Education. 
19. Apply.) 


Di M. E. Business and government. (New York: Henry Holt. 1949. Pp. xv, 840. 


Graves. W. B. Reorganization of the executive branch of the government of the United 
vilation of basic information and significant documents, 1912-1948. Pre- 

| for the Commission on Organization of the Executive Branch of the Government. 
\ffairs bull. no. 66 (Washington: Library of Congress, Legislative Reference 


Service. 1949. Pp. 423.) 


Hoover, C. B. and Ratcurorp, B. U. The impact of federal policies on the economy of 
South. A report prepared for the Council of Economic Advisers on behaif of the 
C tee of the South. (Washington: Nat. Planning Assoc. 1949. Pp. v, 154. 


mvcer, L. The law of free enterprise; how to recognize and maintain the American 
nomic system. (New York: Funk & Wagnalls in assoc. with Modern Industry Maga- 


sk, H. F. Legal aspects of business. (Chicago: Richard D. Irwin. 1949. Pp. xvi, 815. $5.) 


Marmguist, S. A statistical analysis of the demand for liquor in Sweden—a study of the 
jemand for a rationed commodity. (Uppsala: Institute of Statistics, Uppsala Univ. 1948. 


Osporn, R. C. The renegotiation of war profits. Bull. no. 67. (Urbana: Univ. of Illinois 
ind Bus. Research. 1948. Pp. 112.) 


rption of transportation costs. Hearings, Subcommittee of Senate Com- 
n Interstate and Foreign Commerce, 81st Comng., 1st. sess. Jan. 24-Feb. 18, 
Washington: Supt. Docs. 1949. Pp. 343.) 


The Consumers’ Counsel and the National Bituminous Coal Commission. (Washington: 
ttee on Public Administration Cases. 1949, Pp. 87.) 


ind the future of American business. Second 1948 Economic Institute, 
nd 10, 1948. (Washington: Chamber of Commerce of U.S.A, 1949. Pp. 


ectrical equipment cartels, report of Federal Trade Commission. (Wash- 


Docs. 1949. Pp. 106. 35¢.) 


g pract “moratorium (delivered pricing and freight absorption). Hearings, Sub- 
tt he Senate Committee on the Judiciary, 81st Cong., Ist. sess., Mar. 30- 
ashington: Supt. Docs. 1949. Pp. 137.) 


Reorganization Act of 1949. Report of the Senate Committee on Expenditures in the 


partments, 81st Cong., Ist sess., Apr. 7, 1949. (Washington: Supt. Docs. 


in 

1949 
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Report with respect to the development of a program for disposal of the governmen. 
owned rubber-producing facilities. By the Reconstruction Finance Corporation, (Wash. 
ington: Supt. Docs. 1949. Pp. 45.) . 


Study of Federal Trade Commission pricing policies, Interim report of Senate Commitip, 
on Interstate and Foreign Commerce, 81st Cong., Ist sess., pursuant to S. Res. 24) 
(80th Cong.). (Washington: Supt. Docs. 1949. Pp. 77.) 


Public Utilities; Transportation; Communications 
Bauer, J. and Coste1o, P. Public organization of electric power: conditions, policies, ang 
program. (New York: Harper. 1949. Pp. 263.) 


Biro, F. L. A study of the port of New York authority. (New York: Dun & Bradstree: 
1949, Pp. 191. $5.) 
Jousert, W. H. Southern freight rates in transition. (Gainesville: Univ. of Florida Pres 
1949. Pp. 437. $6.) 


Highway planning. Papers presented at the 27th annual meeting, 1947. Highway research 
board bull. no. 17. (Washington: Nat. Research Council. 1949. Pp. 45. Apply 


List of multilateral conventions, agreements, etc., relating to transport and communico- 
tions questions. U. N. Dept. of Econ. Affairs. Pub. 1948. viii. 1 (New York: Columbis 
Univ. Press. 1948. Pp. 92. 75¢.) 


Industry Studies 


Bricut, A. A., Jr. The electric-lamp industry: technological change and economic &- 
velopment from 1800 to 1947. Mass. Inst. of Technology stud. of innovation, n 
(New York: Macmillan. 1949. Pp. xxviii, 526. $7.50.) 


Cowan, D. R. G. More capital equipment—coal’s foremost economic need. (Washington 
Nat. Coal Assoc. 1949. Pp. 59.) 


Davis, P. The development of the American glass industry. (Cambridge: Harvard Uni 
Press. 1949. Pp. xiv, 316. $6.) 


Grasscock, C. B. The war of the copper kings; builders of Butte and wolves of Wal 
Street. (New York: Grosset. 1949. Pp. 314, $1.49.) 


Jounson, M. The economics of sheet glass production in the Pacific Northwest. Econ 
and bus. stud. no. 9. (Pullman: State College of Washington. 1949. Pp. xvi, 29. 


Lerriter, G. L. The Pennsylvania textile industry; economic changes since 1926. Bur 
Bus. Research bull. no. 35. (State College, Pa.; Pa. State College. 1948. Pp. 34. Grats 


Mumgy, F. A. Publishing and bookselling; a history from the earliest times to the presen’ 
day. (New York: R. R. Bowker Co. 1949. Pp. 439. $7.50.) 


Munsut, M. C. Industrial profits in India, 1936-1944. (New Delhi: Fed. of Indian Cham- 
bers of Commerce and Industry. 1948. Pp. iii, 326. 


Rister, C. C.: Oil! Titan of the southwest. (Norman: Univ. of Oklahoma Press. 1049 
Pp. xxiii, 467. $5.) 
Arabian oil and its relation to world oil needs. (New York: Arabian Am. Oil Co 1943 
Pp. 48. Apply.) 


Industry comes to the South. A summary of the NPA Committee of the South on Lot: 
tion of Industry. (Washington: Nat. Planning Assoc. 1949. Pp. xv, 29. $1.) 


A national oil policy for the United States; a report. (Washington: Nat. Petroleum Cour- 
cil. 1949. Pp. 26.) 


Report on the printing industry. (J. W. Rockefeller, Jr., & Associates. 1949. Pp. 45. S! 


‘ 
\ 
( 
H 
( 
a 


Sear 


TITLES OF NEW BOOKS 1077 


Land Economics; Agricultural Economics; Economic Geography 


peucato, J. G. The farmer goes to market; the story of San Francisco’s Farmer's Market. 
San Francisco: Burke Pub. Co. 1948. Pp. 143. $1.75.) 


Carter, D. G. and HINCHCLIFF, K. H. Family housing. (New York: John Wiley. Lon- 
jon: Chapman & Hall, Ltd. 1949. Pp. viii, 265. $4.) 


con 

Dessus, G., Georce, P., and WevuLersse, J. Materiaux pour une géographie volontaire 
d Vindustrie francaise. (Paris: Armand Colin. 1949. Pp. 179. 250 fr.) 

Three essays on industrial size and location. 


S. N. Regional economic geography. (Boston: D. C. Heath. 1949, Pp. x, 516. 


Dverr. W. A. The economic problems of forestry in the Appalachian region. (Cambridge: 
Harvard Univ. Press. 1949. Pp. xi, 317. $5.) 

Franpers, R. E. Federal housing programs; chronology and description. Prepared for the 
ise of the Senate Committee on Banking and Currency, 80th Cong., 2d sess. (Washing- 

ton: Supt. Docs. 1948. Pp. 41.) 


Hopkins, J. A. and Heapy, E. O. Farm records. 3d ed. (Ames: Iowa State College. 1949. 
Pp. xii $3.75.) 

Larsen, W. F. New homes for old; publicly owned housing in Tennessee. (Knoxville: 
Univ. of Tennessee, 1948. Pp. 90. Apply.) 


Muswasac, R., compiler. Rental housing; direct investment by insurance companies and 
savings banks. (Washington: Housing and Home Finance Agency. 1948. Pp. 52. Gratis.) 


Natarajan, B. A scheme of crop insurance for the province of Madras. (Madras: Eco- 
nomic Adviser to the Govt. of Madras. 1949. Pp. 26.) 


Neviinc, W. Neue deutsche agrarpolitik—grundlagen, entwicklung und aufgaben der 
deutschen landwirtschaft nach dem zweiten weltkrieg. (Tiibingen: J. C. B. Mohr (Paul 
beck). 1949. Pp. vi, 250.) 


caTcLirF, R. U. Urban land economics. (New York: McGraw-Hill. 1949. Pp. xii, 533. 


RAUSHENBUSH, S. Our conservation job: a new way to obtain soil and range, forest, 
fuel and energy conservation. (Washington: Public Affairs Institute. 1949. Pp. 64.) 


Torn, J. D. Agriculture in the Sudan—a handbook of agriculture as practiced in the 
inglo-Egyptian Sudan. (New York: Oxford Univ. Press. 1949. Pp. xviii, 974. $10.) 


Wi ox, W. W. Alternative policies for American agriculture. Public Affairs bull. no. 67. 
Washington: Library of Congress, Legislative Reference Service. 1949. Pp. 29.) 


gricultural Act of 1948 (Aiken bill). Hearings, Special Subcommittee on Agriculture, 81st 
Cong., Ist sess., Feb. 23-Mar. 18, 1949. (Washington: Supt. Docs. 1949. Pp. 248.) 


Energy resources of the world—a geographical survey of the origin and utilization of 
energy. Dept. of State pub. (Washington: Supt. Docs. 1949. Pp. 32; 92 appendix tables. 


Extension } rent control, 1949. Hearings, House Committee on Banking and Currency, 
“ist Cong., Ist sess., Feb. 7-23, 1949. (Washington: Supt. Docs. 1949. Pp. 852.) 


“ ts and national prosperity, a reappraisal of the forest situation in the United States. 
Washington : Supt. Docs. 1948. Pp. 99. 40¢.) 


Housing Act of 1949. Report of the House Committee on Banking and Currency, 81st 
Cong., Ist sess., May 16, 1949. (Washington: Supt. Docs. 1949. Pp. 84.) 

Housing and town and country planning. U. N. Dept. of Social Affairs bull. 2. (New 

York: Columbia Univ. Press. 1949. Pp. 61. $1.) 


Dur 
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The King’s river project in the basin of the great Central Valley. (Washington: Cy», 
‘mittee on Public Administration Cases. 1949. Pp. 74.) = 


Measuring Minnesota: her people, her economic progress. (St. Paul: Minnesota Dept. of 
Bus. Research and Develop. 1948. Pp. 50. Apply.) " 


Must we have food surpluses? Planning pamph. no. 66. (Washington: Nat. Plannin 
Assoc. 1949. Pp. 47.) > 


Pennsylvania’s industrial economy; an outline of trends and strategic factors, 1920-199 
(Harrisburg: Joint State Govt. Commission to the General Assembly of the Commo». 
wealth of Pa. 1949. Pp. 51. Apply.) 


Rent control legislation. Hearings, Senate Committee on Banking and Currency, sis 
Cong., Ist sess., Mar. 3-11, 1949. (Washington: Supt. Docs. 1949. Pp. 805.) 


World food appraisal as of April, 1949. Food and Agricultural Organization of the U. \ 
(New York: Columbia Univ. Press. 1949. Pp. 47. 50¢.) 


Yearbook of food and agricultural statistics, 1948. Vol. I, Production. Pub. of the Food 
and Agriculture Organization of the U. N. (New York: Columbia Univ. Press, 1949 
Pp. xviii, 283. $3.50.) 

1948 yearbook of forest products statistics. (Washington: Food and Agriculture Organin- 
tion of the U. N. 1949. Pp. x, 205.) 


Labor 


Browne, H. J. The Catholic church and the knights of labor. A doctoral dissertation 
(Washington: Catholic Univ. of America Press. 1949. Pp. xvi, 415. Paper, $4; cloth 
$4.50.) 


Duties, F. R. Labor in America: a history. (New York: Crowell. 1949. Pp. 402. $4.0 


FasrRICANT, S. The rising trend of government employment. Occas. paper 29. (New York: 
Nat. Bur. Econ. Research. 1949. Pp. 30. 50¢.) 


FernsInceR, N. P. Collective bargaining in the trucking industry. Industry-wide collective 
bargaining ser. (Philadelphia: Univ. of Pennsylvania Press. 1949. Pp. 45. 75¢.) 


Flynn, E. G. Labor’s own William Z. Foster; a communist’s fifty years of working-clas 
leadership and struggle. (New York: New Century Pubs. 1949. Pp. 49. 15¢.) 


Gatenson, W. Labor in Norway. (Cambridge: Harvard Univ. Press. 1949. Pp. xiv, 573 
$5.) 
Hanst, E. E. vom B. Trends in part-time employment of college-trained women, (New 
York: Woman’s Press. 1949. Pp. 63. $1.) 
Haron, C. A. Fair labor standards—rural and urban. (New York: Woman's Press. 1 
Pp. 40. 40¢.) 
Kennepy, T. The significance of wage uniformity. Industry-wide collective bargaining % 
(Philadelphia: Univ. of Pennsylvania Press. 1949. P. 44. 75¢.) 


Levus, S. Left, right and center-—conflicting forces in American labor. (Hinsdale, Il 
Henry Regnery Co. 1949. p. 445. $4.) 


Miter, J. W., Jr. Sharon Steel Corporation and United Steelworkers of America Gs 
stud. no. 5, prepared for the NPA Committee on the Causes of Industrial Peace woe 
Collective Bargaining. (Washington: Nat. Planning Assoc, 1949, Pp. xi, 57. $1.) 

Park, A. L. Administration of the Taft-Hartley Act. Univ. of Illinois pub. ser. 4 vol, § 
no. 2. (Urbana: Univ. of Illinois Institute of Labor and Industrial Relations. 
p. 27.) 

Patron, J. A. and Smaru, R. S., Jr. Job evaluation. (Chicago: Richard D. Irwin. 148 
Pp. xv, 316. $4.) 


i 
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puetan, E. J. Yes and Albert Thomas. (New York: Columbia Univ. Press. 1949. Pp. avi, 


Prerson, F. C. Multi-employer bargaining; nature and scope. Industry-wide collective 
bargaining ser. (Philadelphia: Univ. of Pennsylvania Press. 1949. Pp. 56. $1.) 


Prcors, P. Effective communication in industry. Toland memorial stud. no. 1 (New York: 
Nat. Assoc. of Manufacturers. 1949. Pp. v, 88.) 


Pottax, O. Social implications of industry-wide bargaining. Wharton School of Fin. and 
Commerce Labor Relations Council pub. (Philadelphia: Univ. of Pennsylvania Press. 
19. Pp. 78 $1.50.) 
Reynowps, L. G. Labor economics and labor relations. (New York: Prentice-Hall. 1949. 
Pp xii, 552 $4.75.) 
Syutman, H. and CHAMBERLAIN, N. W. Cases on labor relations. (Brooklyn: Foundation 


Press $8.) 


Wortett, D. H. Labor relations and federal law—an analysis and evaluation of federal 
hor policy since 1947. (Seattle: Univ. of Washington Press. 1949. Pp. xxv, 148. $3.) 
The text of Labor Management Relations Act of 1947 is appended. 


Amendments to the Fair Labor Standards Act of 1938. Hearings, House Committee on 
Education and Labor, 81st Cong., 1st sess., Jan. 27-Feb. 18, 1949. (Washington: Supt. 
Docs. 19 2 vols.) 


Application of the principles of the right to organize and to bargain collectively, Inter- 
national Labour Conference, 32nd session, Geneva, 1949. Rept. IV (2) (Geneva: Internat. 
Lab. Off. 1949. Pp. 43.) 


Collective bargaining provisions, union-management cooperation, plant efficiency, and 
technological change. 10th bulletin in a series on collective bargaining provisions. 
Washington: Supt. Docs. 1949. Pp. 61, 20¢.) 

Conditions of employment of agricultural workers, Fourth Conference of American States 


members of the International Labour Organisaticn, Montevideo, April, 1949. Rept. III 
Geneva: Internat. Lab. Off. 1949. Pp. iv, 181.) 


Conditions of life and work of indigenous populations of Latin American countries, 
Fourth Conference of American States members of the International Labour Organisa- 
tion, Montevideo, April, 1949. Rept. II (Geneva: Internat. Lab. Off. 1949. Pp. 142.) 


Decasualisation of dock labour, Inland Transport Committee, 3d session, Brussels, 1949. 
Rept. Il. (Geneva: Internat. Lab. Off. 1949. Pp. 36.) 


Financial and budgetary questions, International Labour Conference, 32nd session, Geneva, 
‘9. Rept. II. (Geneva: Internat. Lab. Off. 1949. Pp. 71.) 
General report, Coal Mines Committee, 3d session, Pittsburgh, 1949. Rept. I. (Geneva: 


internat. Lab. Off. 1949. Pp. vi, 211.) 


General report, Inland Transport Committee, 3d session, Brussels, 1949. Rept. I. (Geneva: 


T 


internat. Lab. Off. 1949, Pp. 177.) 


ige creases in manufacturing industries. Stud. in labor stat. no. 1 (New York: 
naustrial Conference Board. 1949. Pp. 40.) 


Industrial disputes and wage stablization in wartime, Jan. 12, 1942-Dec. 31, 1945, termina- 
pase ve rt, National War Labor Board. 3 vols. (Washington: Supt. Docs. 1949. Pp. 
‘<19; 1222; 1123. $7.27, or sold separately.) 

Industrial pualtons glossary. Prepared by the research staff of the Industrial Relations 
Center. Bull. 6. (Minneapolis: Univ. of Minnesota Press. 1948. Pp. iv, 16.) 

Industrial rel tions research centers in West Coast universities. (Stanford: Stanford Univ. 

f Bus. Div. of Indus. Relations. 1948. Pp. 15. Gratis.) 
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Labor fact book 9. Prepared by Labor Research Association. (New York: Internat. Pubs, 
1949. Pp. 191. $2.50.) 


Labor law course. 2nd ed., 1948-49. (Chicago: Commerce Clearing House. 1949, Pp. 954 
$12.50.) 


Labor-management relations. Views of certain members of the Joint Committee on Labor. 
Management Relations, pursuant to §. Cong. Res. 10, 81st Comg., Ist sess., May 13 
1949. (Washington: Supt. Docs. 1949. Pp. 64.) . 


Labor relations. Hearings, Senate Committee on Labor and Public Welfare, 81st Cong 
Ist sess., Feb. 8-17, 1949. (Washington: Supt. Docs. 1949. 2 pts.) 


Labor relations. Hearings, Senate Committee on Labor and Public Welfare. 81st Cong 
Ist sess., Pt. 5, Feb. 18-22, 1949. (Washington: Supt. Docs. 1949. Pp. 681.) 


Migration for employment—tevision of the Migation for Employment Convention, 19% 
International Labour Conference, 32nd session, Geneva, 1949. Rept. xi (2) (Geneva 
Internat. Lab. Off. 1949. Pp. 343.) 


Minutes of the 98th session of the Governing Body, Montreal 23-27 May, 1946. (Mon- 
treal: Internat. Lab. Off. 1949. Pp. 201.) 


National Labor Relations Act of 1949. Hearings, Special Subcommittee of the Hows 
Committee on Education and Labor, 81st Cong., 1st sess., Mar. 7-21, 1949. (Washington 
Supt. Docs. 1949. Pp. 1729.) 


National Labor Relations Act of 1949. Report of the House Committee on Education and 
Labor (to accompany H. R. 2032), 81st Cong., 1st sess., March 24, 1949. (Washington 
Supt. Docs. 1949. Pp. 48.) 


National Labor Relations Board, 13th annual report, 1948. (Washington: Supt. Docs. 194! 
Pp. 195. S0¢.) 


Report of the director-general, International Labour Conference, 32nd session, Genev, 
1949, Rept. I. (Geneva: Internat. Lab. Off. 1949. Pp. v, 156.) 


Report of the director-general, Fourth Conference of American States members of the 
International Labour Organisation, Montevideo, Apr., 1949. Rept. I. (Geneva: Internat 
Lab. Off. 1949. Pp. iv, 143.) 


Reports on the application of conventions (Article 22 of the constitution). With appended 
Report of the Committee of Experts on the application of conventions and recom 


mendations. International Labour Conference, 32nd session, Geneva, 1949. Part Il 
(appendix) (Geneva: Internat. Lab. Off. 1949. Pp. 37.) 


Third report of the International Labour Organisation to the United Nations. (Geneva 
Internat. Lab. Off. 1949. Pp. 192.) 


What happened to the trade unions behind the Iron Curtain. (New York: A F of L, Fret 
Trade Union Committee. 1948. Pp. 44. 50¢.) 
Dy 


Year book of labour statistics, 1947-48 10th issue. (Geneva: Internat. Lab. Off. 1949. *? 
xv, 303.) 


Population; Social Welfare and Living Standards 


AverBacH, F. L. The admission and resettlement of displaced persons in the United = 
A handbook of legal and technical information. (New York: Common Council | 
Am. Unity. 1949. Pp. 40. 75¢.) 


Bocue, D. J. The structure of the metropolitan community—a study of us gener 
subdominance. (Ann Arbor: Univ. of Michigan Horace H. Rackham School of \™ 
Studies. 1949. Pp. x, 210. $2.) 


CaMpBELL, P. The consumer interest: a study in consumer economics. 
Harper. 1949. Pp. ix, 660. $4.50.) 


(New York 
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eter. H. editor. Reappraising our immigration policy. (Philadelphia: Am. Academy of 
nd Soc. Sci. The Annals, Mar., 1949. Pp. 192.) 
vet. R. Immigrant life in New York City, 1825-1863. (New York: King’s Crown 
Press. 1949. Pp. xvi, 331. $4.50.) 
vprs, B. Y. Rural welfare services. (New York: Columbia Univ. Press. 1949. Pp. viii, 
fay 13 4 201. $3 
row, L. A. Aspects of social reforms in Guatemala, 1944-1949. Area stud. no. 1. 
Hamilton: Colgate Univ. 1949. Pp. vii, 133, mimeo. $1.62.) 

_H. W. Unemployment compensation in a stable economy. Pub. no. 47. (Chi- 
Research Council for Econ. Security. 1948. Pp. 15. Apply.) 


rrow, C. W. Inducement of benefits under social insurance. Pub. no. 48. (Chicago: 

, 1934 Research Council for Econ. Security. 1948. Pp. 56. Apply.) 

Geneva © Tacutacarne, G. Demografia dell’India-studio di demografia comparata. (Rome: Societa 

ii Demografia e Statistica. 1949. Pp. 58.) 

_ E. M. Cash sickness plans among the states. Pub. no. 54. (Chicago: Research 
il for Economic Security. 1948. Pp. 7. Apply.) 


5 om © Current legislative proposals to amend the Social Security Act. Selected ref. no. 27. 
ington rinceton : Indus. Relations Sec., Princeton Univ. 1949. 15¢.) 

issentials of rural welfare—an approach to the improvement of rural well-being. Pub. of 
‘aime i and Agriculture organization of the U. N. (New York: Columbia Univ. Press. 


1949. Pp. iv, 43. 50¢:) 


ld-age security for farm people: a statement. Spec. report no. 22. (Washington: Nat. 
Planning Assoc. 1949, Pp. 18.) 


tity and cost budgets for dependent families or children, prices for San Francisco, 
Sept., 1948. Prepared by the Heller Committee for Research in Soc. Econ. (Berkeley: 
n f California Press. 1948. Pp. 59. $1.) 


ecurity almanac; a handbook of facts about voluntary and compulsory pro- 
vision for social security in the United States and other countries. (New York: Nat. 
Industrial Conference Board. 1949. Pp. 112.) 


— ial security in the United States, 1948. (Washington: Supt. Docs. 1949. Pp. 72. 20¢.) 


rkmen’s compensation laws as of June 1, 1948. (Washington: Supt. Docs. 1949. 


Unclassified Items 


ARNARD, C. I. The Rockefeller Foundation—a review for 1948. (New York: Rockefeller 
Foundation. 1949, Pp. 71.) 

HARPER, F A. Liberty, a path to its recovery. (Irvington-on-Hudson: Foundation for 
mn. Education. 1949. Pp. 159.) 

PEA H, W N. and Krause, W. Basic data of the American economy. Rev. ed. (Chicago: 
Richard D. Irwin. 1949, Pp. xvi, 228. $2.) 

The H er ( ommission report on organization of the executive branch of the govern- 
ment. (New York: McGraw-Hill. 1949. Pp. xvi, 524. $3.75.) 


The gdh book of world affairs, 1948. Published under auspices of the London Institute 
{ World Affairs. (London: Stevens & Sons, Ltd. 1948. Pp. viii, 376. 20s.) 
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Economic Theory; General Economics 


BauMoL, W. J. Relaying the foundations. Economica, May, 1949. Pp. 10. 


Biaven, V. W. The centenary of Marx and Mill. Jour. Econ. Hist., Suppl. VIII, 1048 
Pp. 10. | 


BRONFENBRENNER, M. Price control under imperfect competition; the joint production 
problem. Canadian. Jour. Econ. and Pol. Sci., May, 1949. Pp. 6. 
CarPano, G. La teoria del costo opportunitd e il principio dell’utilita marginale. Riv 
Internaz. di Sci. Soc., Jan.-Mar., 1949. Pp. 13. 
CHECKLAND, S. G. The propagation of Ricardian economics in England. Economica, Feb, 
1949, Pp. 13. 
CuipMan, J. S. The generalized bi-system multiplier. Canadian Jour. Econ. and Pol. Sci, 
May, 1940. Pp. 14. 


Denis, H. La théorie psychologique de la formation des prix devant la critique contem- 
poraine. Rev. d’Econ. Pol., Mar.-Apr., 1949. Pp. 17. 


Enruarpt, A. Les raisonnements fondamentaux de la “theorie générale” de Keynes. Rey, 
d’Econ. Pol., Mar.-Apr., 1949. Pp. 24. 
Gertu, H. and Gertn, H. I. Bibliography on Max Weber. Soc. Research, Mar., 1949 
Pp. 20. : 
Griziott1, J. Il nuovo indirizzo scientifico nell’economia americana. Critica Econ., Feb 
1949. Pp. 9. 
Hicks, J. R. Mr. Harrod’s dynamic theory. Economica, May, 1949. Pp. 16. 
Jounson, H. G. Malthus on the high price of provisions. Canadian Jour. Econ. and Po! 
Sci., May, 1949. Pp. 13. 
Koopmans, T. C. Identification problems in economic model construction. Econometrica, 
Apr., 1949. Pp. 20. 
LAMBERT, P. Epargne et investissements. Rev. d’Econ. Pol., Mar.-Apr., 1949. Pp. 32. 


LomBarDINI, S. Osservazioni sulla teoria della concorrenza monopolistica. Riv. Internaz. di 
Sci. Soc., Jan.-Mar., 1949. Pp. 13. 

MarraMa, V. Nuovi indirizzi dell’ economia keynesiana. L’industria, No. 1, 1949. Pp. 16. 

Martin ve NicorAs, A. Inversiones privadas, productividad, salarios y ocupacidn. El 
Trimestre Econ., Jan.-Mar., 1949. Pp. 29. 

Mitts, F. C. Memorial to Wesley Clair Mitchell. Am. Econ. Rev., June, 1949. Pp. 12. 

Picou, A. C. Mill and the wages fund. Econ. Jour., June, 1949. Pp. 10. 


Pinto Lovrerro, F. Da economia neocldssica tradicional & nova economia Keynesians. 
Rev. de Econ. (Lisbon), Mar., 1949. Pp. 17. 
Reynaup, P. L. Psychologie et biologie modernes en économie politique. Rev. d’Econ. Pol, 
Mar.-Apr., 1949. Pp. 12. 
Rossins, L. The economist in the twentieth century. Economica, May, 1949. Pp. 13. 
Rosinson, J. Mr. Harrod’s dynamics. Econ. Jour., Mar., 1949. Pp. 16. 
Scuumpeter, J. A. Vilfredo Pareto (1848-1923). Quart. Jour. Econ., May, 1949. Pp. 2’ 
Stricter, G. J. A. Survey of Contemporary Economics—e review article. Jour. Po Econ, 
Apr., 1949. Pp. 13. 
Surany-Uncer, T. Economic structure and planning. Zeitschrift fiir die Gesamte Staas- 
wissenschaft, Vol. 105, No. 2, 1949. Pp. 31. 
Trancart, G. La revolution keynesienne. Rev. d’Econ. Pol., Jan.-Feb., 1949. Pp. 8 


Vincent, A. La conjoncture, carrefour des disciplines économiques. Rev. d Econ. Pol 
Mar.-Apr., 1949. Pp. 21. 


PERIODICALS 1083 


1. F. Profit as the payment for the function of uncertainty-bearing. Jour. Bus. 
), Apr., 1949. Pp. 13. 


Harry Alvin Millis. Am. Econ. Rev., June, 1949. Pp. 8. 


1848-23. A second issue devoted to Pareto, celebrating the hundredth an- 
f his birth, with articles by G. Sensini, E. Zaccagnini, A. Bordin, E 


‘ 


R. D'Addario, F. Giaccardi, and B. Griziotti. Giorn. d. Econ. e Anali Econ., 
19, Pp. 128. 


Economic History; National Economies 


W. Problems in Japan’s economic recovery. Far East. Survey, May 4, 1949. 


nomic trends in China, and in central and western Europe. Rev. Soc. 
149, Pp. 8. 
B. Laissez faire and state intervention in nineteenth-century Britain. Jour. 
t., Suppl. VIII, 1948. Pp. 15. 
L. Unrest in France in 1848. Jour. Econ. Hist., Suppl. VIII, 1948. Pp. 11. 
S. and Franck, P. G. The Middle East economy in 1948. Middle East Jour., 


iV 


compiler. Far Eastern bibliography-IV. Far Eastern Quart., May, 1949. 


J. Spanish banking schemes before 1700. Jour. Pol. Econ., Apr., 1949. Pp. 23. 


Japan: The race between food and population. Jour. Farm Econ., May, 


French entrepreneurship and industrial growth in the nineteenth century. 


Hist., May, 1949. Pp. 17. 


German currency reform and the revival of the German economy. 
May, 1949. Pp. 21. 


H. Prices, money and the disiribution of goods in postwar Germany. 
, June, 1949. Pp. 27. 


and CEDERWALL, G. Sweden’s economy, 1946-1949. Bull. Oxford Univ. Insti- 
Feb.-Mar., 1949. Pp. 6. 


Land reform in Poland: 1920-1945. Land Econ., May, 1949. Pp. 13. 
‘taly’s road back. For. Policy Repts., May 15, 1949. Pp. 11. 
The problem of French recovery. Econ. Jour., June, 1949. Pp. 17. 


industrial recovery. Bull. Oxford Univ. Institute of Stat., Apr., 1949. 


Social forces in Palestine’s economy. Soc. Forces, Mar., 1949. Pp. 9. 


Economic discontent in medieval western Europe. Jour. Econ. Hist., 
IT, 1948. Pp. 16. 


Communism and nationalism in South East Asia. Internat. Affairs, Apr., 
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i 


British White Paper: economic survey for 1949. Pol. Sci. Quart., 
nomic changes in eastern Europe since the war. Internat. Affairs, Apr., 


ung in Bulgaria. Industry and Lab., May 15, 1949. Pp. 3. 
mployment policies and production. Mo. Lab. Rev., Mar., 1949. Pp. 6. 


he wirtschaftsrevolution der strukturwandel der tschechoslowakischen 
ich den zielen des fiinfjahresplanes 1949-1953. Europa Archiv., Apr. 8, 1949. 
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Report of Joint Brazil-United States Technical Commission. Fed. Res. Bull., Apr. 
Pp. 12. 
La situation economique en U.R.S.S. a la fin de 1948. Etudes et Conjoncture (Eco 
Mondiale), Jan.-Feb., 1949. Pp. 18. 
La situation economique en Chine. Etudes et Conjoncture (Econ. Mondiale), Pp. 16 


Die wirtschaftliche lage in Osterreich. Monatsberichte des Osterreichischen Institutes fiir 
Wirtschaftsforschung, Mar., 1949. Pp. 15. 


10.40 


Statistics and Econometrics 


Vininc, R. Koopmans on the choice of variables to be studied and of methods of meas- 
urement. With reply by T. C. Koopmans and rejoinder by R. Vining. Rev. Econ. anj 
Stat., May, 1949. Pp. 18. 


An inquiry into the reliability of index numbers. Jour. Accountancy, Apr., 1949, Pp. 3 


The teaching of statistics. A discussion before the Royal Statistical Society, opened by 
J. Wishart. Jour. Royal Stat. Soc., Vol. CXI, Pt. ITI, 1948. Pp. 8. 


Economic Systems; Planning and Reform; Cooperation 
ANTONELLI, E. Dirigisme et socialisme. Rev. d’Hist. Econ. et Soc., Vol. XXVII, No. 2 
1948, Pp. 11. 
Branp, Lorn, Nationalization. Lloyds Bank Rev., Apr., 1949. Pp. 11. 
BRAUNTHAL, J. The rebirth of social democracy. For. Affairs, July, 1949. Pp. 15. 


Das Gupta, B. N. Nationalisation: a theoretical study. Indian Jour. Commerce, Ma 
1949, Pp. 12. 

Fasra Ripas, A. The catholics of the Americas and cooperation. Rev. Soc. Econ, Mar 
1949, Pp. 25. 

Kaun, R. F. Professor Meade on planning. Econ. Jour., Mar., 1949. Pp. 16. 

Peter, H. Morphologie und katalaktik als grundlage volkswirtschaftlicher planung. Zeit- 
schrift fiir die Gesamte Staatswissenschaft, Vol. 105, No. 2, 1949. Pp. 28. 

Rocers, J. F. Aims and limitations of British planning. Sci. and Soc., Spring, 1949. Pp. 2! 

ScHUMPETER, J. A. The Communist Manifesto in sociology and economics. Jour. Pol 
Econ., June, 1949. Pp. 14. 


Sweezy, P. M. Fabian political economy. Jour. Pol. Econ., June, 1949. Pp. 7. 


Wettes, C. B. The economic background of Plato’s communism. Jour. Econ. His 
Suppl. VIII, 1948. Pp. 14. 


National Income and Social Accounting 

3aRBER, C. L. The concept of disposable income. Canadian Jour. Econ. and Pol. Sa 
May, 1949. Pp. 4. 
Henverson, P. D., Seers, D., and Watts, P. F. D. Notes on estimating national income 
components. Bull. Oxford Univ. Institute of Stat., Feb.-Mar., 1949. Pp. 12. 
Katona, G. Analysis of dissaving. Am, Econ. Rev., June, 1949. Pp. 16. 
—— Effect of income changes on the rate of saving. Rev. Econ. and Stat., May, !* 
Pp. 9. 
Littte, J. M. D. The valuation of the social income. Economica, Feb., 1949. Pp. 1° 


Meare, J. E. National income, national expenditure and the balance of payments (cont 
Econ. Jour., Mar., 1949. Pp. 23. 


Ruopes, E. C. The distribution of earned and investment incomes in the United Kingdom 
Economica, Feb., 1949. Pp. 13. 


Sticuter, S. H. Profits in a laboristic society. Harvard Bus. Rev., May, 1949 Pp. 16 
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Trevoux, F. Structure de la fortune privée en France. Rev. d’Econ. Pol., Jan.-Feb., 1949. 


Pp. A propos du bilan national. Rev. d’Econ. Pol., Jan.-Feb., 1949. Pp. 4. 
National income and product in the first quarter of 1949. Survey Current Bus., May, 


Business Fluctuations; Prices 


Apams, W. Accounting practices and the business cycle. Jour. Bus. Univ. Chicago, Apr., 


\rexanper, S. S. The accelerator as a generator of steady growth. Quart. Jour. Econ., 
May, 1949. Pp. 24. 

ArteN, R. G. D. Wholesale prices, 1938-48. Econ. Jour., June, 1949. Pp. 17. 

Bezanson, A. Inflation and controls, Pennsylvania 1774-1779. Jour. Econ. Hist., Suppl. 
VIII, 1948. Pp. 20. 
ark, C. A system of equations explaining the United States trade cycle, 1921 to 1941. 
Econometrica, Apr., 1949. Pp. 32. 


Ferrer, F. W. The Economic Reports of the President and the problem of inflation. 


Quart. Jour. Econ., May, 1949. Pp. 9. 
Harrop, R. Measures to prevent a slump. For. Affairs, July, 1949. Pp. 10. 
Hicctns, B. Reder on wage-price policy. With further comment by M. W. Reder. Cana- 
jian J Econ. and Pol. Sci., May, 1949. Pp. 7. 
ptimum wage rate. Rev. Econ. and Stat., May, 1949. Pp. 10. 


Maser, S. J. Timing and flexibility of a public works program. Rev. Econ. and Stat., 
Ma 1949, Pp. 6. 

Stern, H. Price flexibility and full employment: comment. With reply by D. Patinkin. Am. 
Econ. Rev., June, 1949. Pp. 3. 

W H. P. Fiscal policy, military preparedness, and postwar inflation. Nat. Tax Jour., 
Mar., 1949. Pp. 12. 

WARBURTON, C. Monetary policy and business forecasting, I. Jour. Bus. Univ. Chicago, 
Apr., 1949. Pp. 12 


Compass points of business. Dun’s Rev., suppl., May, 1949. Pp. 8. 
The financial position of business. Fed. Res. Bull., June, 1949. Pp. 9. 
} ix interieurs et cours des changes en divers pays. Etudes et Conjoncture (Econ. 
Francaise), Mar.-Apr., 1949. Pp. 48. 
La ituation économique mondiale au début de l'année 1949. Etudes et Conjoncture, 
1.-Feb., 1949. Pp. 39. 


The slump and what to do about it. Fortune, June, 1949. Pp. 3. 


Money and Banking; Short-Term Credit; Consumer Finance 
" tt, C. C. Notes on Federal Reserve policy, August, 1945-June, 1948. Jour. Finance, 
june, 1949 Py 9. 
1 free gold market in Canada. Canadian Banker, Spring, 1949. Pp. 10. 


UUNKMAN, W. F 


W. E. Postwar commercial bank lending policies. Jour. Finance, June, 1949. 


“ELLNER, W. and Somers, H. M. Note on “stocks” and “flows” in monetary interest 
‘"eory. Kev. Econ. and Stat., May, 1949. Pp. 2. 


“URSCHM AN \. O. and Rosa, R. V. Postwar credit controls in France. Fed. Res. Bull., 


Apr 17 


H PEER \scHorr, H. Die DM-Wahrung. Zeitschrift fiir die Gesamte Staatswissenschaft, 


5, No. 2, 1949. Pp. 24. 
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Jacxson, G. The old gold standard versus modern substitutes. Canadian Banker. Sp 
1949. Pp. 15. ; 


Kerier, P. Die neuordnung der gesetzlichen grundlagen fiir die schweizerische wakrung 
Aussenwirtschaft, Mar., 1949. Pp. 13. 


Myers, M. G. The nationalization of banks in France. Pol. Sci. Quart., June, 1949, P» 
Oxtver, H. M., Jr. A note on velocity. Kev. Econ. and Stat., May, 1949. Pp, 2 


Savers, R. S. Central banking in the light of recent British and American experienc, 
Quart. Jour. Econ., May, 1949. Pp. 14. 


Tree, R. J. The implied power of national banks to issue letters of credit and accept 
bills. Yale Law Jour., Apr., 1949. Pp. 30. 


Wius, J. B. Postwar changes in commercial bank investments in U. S. government 
securities. Jour. Finance, June, 1949. Pp. 16. 


Wiison, J. S. G. The future of banking in Australia. Econ. Jour., June, 1949. Pp. 11 


Crédits bancaires et activité économique. Etudes et Conjoncture (Econ, Francaise), Jan.- 
Feb., 1949. Pp. 18. 


L’evolution de la production de Vor dans le monde. Etudes et Conjoncture (Econ 
Mondiale), Mar.-Apr., 1949. Pp. 50. 


Interruption of monetary expansion. Fed. Res. Bull., May, 1949. Pp. 9. 

Recent developments in instalment credit. Fed. Res. Bull., Apr., 1949. Pp. 9. 
Regulation W—its role in economic stability. Fed. Res. Bull., Apr., 1949. Pp. 4. 
1949 survey of consumer finances. Fed. Res. Bull., June, 1949. Pp. 22. 


Business Finance; Investments and Security Markets; Insurance 


Hatt, J. P. Current tendencies in college investments. Jour. Finance, June, 1949. Pp. 1! 

Jacosy, N. H. The demand for funds by American business enterprises, II. Jour. Finance 
Mar., 1949. Pp. 13. 

Jones, H. The flow of savings, II. Jour. Finance, Mar., 1949. Pp. 19. 


McDiarmip, F. J. Current trends in institutional investments. Jour. Finance, June, 19 
Pp. 10. 

Morrison, P. L. Trends in investment policies of individuals. Jour. Finance, June, 1%! 
Pp. 20. 

Nertove, S. H. Common stocks as investments for American life insurance companies, 0 
non-academic view, II. Jour. Finance, Mar., 1949, Pp. 18. 


Scumipt, C. H. Industrial differences in large corporation financing in 1948. Fed. Res 
Bull., June, 1949. Pp. 8. 


Public Finance 


Avpricu, W. W. The management of the public debt. Jour. Finance, Mar., 1949. Pp. " 

Bium, W. J. Tax policy in a democratic society. Nat. Tax Jour., June, 1949. Pp. 13 

Borcatta, G. Appunti sull’evoluzione della finanza pubblica. L’industria, No. |, 1949 
Pp. 28. 

Burrows, D. S. A program approach to federal budgeting. Harvard Bus. Rev. 
1949. Pp. 14. 

Due, J. F. A general sales tax and the level of employment. Nat. Tax Jour., June, 
Pp. 9. 

Goooe, R. Federal finances in 1948. Nat. Tax Jour., Mar., 1949. Pp. 17. 

Gorpon, N. N. The second session of the United Nations Fiscal Commission. Nat. 
Jour., June, 1949. Pp. 7. 


Tax 
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“— Grov H. M. Taxation in Australia and New Zealand. Nat. Tax Jour., Mar., 1949. 


The goals of taxation. Tax Policy, Jan., 1949. Pp. 10. 
J. Philippine financial policies. Far East. Survey, May 4, 1949. Pp. 6. 
The proportional personal-income tax as an instrument of income crea- 
Jour., Mar., 1949. Pp. 12. 
CG. E. Bond interest deduction and the federal corporation income tax. Nat. Tax 
lune, 1949. Pp. 11. 
Can the government of India finance a plan at present. Indian Jour. Econ., 


Federal corporate income tax—revenue and reform. Nat. Tax Jour., June, 


rnment 


M. The multiplier in a tri-fiscal economy. Quart. Jour. Econ., May, 1949. 


= \ W. Some limits to the income elasticity of income tax yields. Rev. Econ. and 
M 1949. Pp. 5. 
P. Fiscal policy, military preparedness, and postwar inflation. Nat. Tax Jour., 


slative history of treatment of capital gains under the federal income 
Nat. Tax. Jour., Mar., 1949. Pp. 21. 
mparée des subventions économiques en France et dans quelques pays 
Eurot identale. Etudes et Conjoncture (Econ. Francaise), Jan.-Feb., 1949. Pp. 12. 
and local income and sales taxes. Tax Policy, May, 1949. Pp. 2. 


International Economics 


Finance \ F. Der europaische zahlungsplan und die Schweiz. Aussenwirtschaft, Mar., 


tain, O.E.E.C. and the restoration of a world economy. Bull. Oxford 

ne, 194 l Inst of Stat., Feb.-Mar., 1949. Pp. 18. 
lue of the pound. Econ. Jour., June, 1949. Pp. 10. 
ine, 195° Dem N. and Hirscuman, A. O. Movement toward balance in international transac- 
nited States. Fed. Res. Bull., May, 1949. Pp. 14. 
ypanie Earte, E. M. A half-century of American foreign policy: our state in Europe, 1898-1948. 
rt., June, 1949. Pp. 21. 

RAHAM, F, D. Exchange rates; bound or free? Jour. Finance, Mar., 1949. Pp. 15. 
H >. E. ERP: progress and prospects. For. Policy Repts., Apr. 15, 1949. Pp. 11. 
he restriction of foreign trade. Manchester School Econ. and Soc. Stud., 


H. A criticism of the Havana Charter. Am. Econ. Rev., June, 1949. 


i Hersetre, F. L’or paramonétaire. Rev. d’Econ. Pol., Jan.-Feb., 1949. Pp. 39. 
Ms Homes ; Hl. Die Schweiz in der internationalen wirtschaft. Aussenwirtschaft, Mar., 


B. F. Socialism, communism, and international trade. Jour. Pol. Econ., June, 
H. Government and capital in Point Four. For. Policy Repts., June 1, 


J. R. Trade prospects in China. Far East. Survey, June 1, 1949. Pp. 4. 


e 
# 
rung 
r 
The 


1088 THE AMERICAN ECONOMIC REVIEW 


Kein, L. R. A scheme of international compensation. With a postscript by M. H. Ekker 
Econometrica, Apr., 1949. Pp. 9. 


a 


Kurtuara, K. K. Toward a new theory of monetary sovereignty. Jour. Pol. Econ 
Apr., 1949. Pp. 9. 


Latwanl, K. C. Trends in India’s commercial development. I. Indian Jour. Commerce 
Mar., 1949. Pp. 12. 


MackintosH, W. A. Canada and the world economy in the making. Lloyds Bank Rey 
Apr., 1949. Pp. 18. 

McChoy, J. J. The lesson of the World Bank. For. Affairs, July, 1949. Pp. 10. 

McDiarmip, O. J. The Japanese exchange rate. Far East. Survey, June 15, 1949. Pp, ; 

Metzcer, L. Some European views on the Marshall Plan. Am. Perspective, Sept., 1943 
Pp. 9. 

MIKESELL, R. F. International disequilibrium and the postwar world. Am. Econ. Rev 
June, 1949. Pp. 28. 

Mutyata, J. International economic relations. Indian Jour. Econ., Jan., 1949. Pp. § 


Rao, S. S. Equilibrium exchange rates and the 1.M.F. Indian Jour. Econ., Jan., 1949 
Pp. 8. 

Repay, J. Z. Reparations from Japan. Far East. Survey, June 29, 1949. Pp. 7. 

Reeves, W. H. and Dickens, P. D. Private foreign investments: a means of world 
economic development. Pol. Sci. Quart., June, 1949. Pp. 34. 

Rowe, H. B. Issues in American food policy. Jour. Farm Econ., Feb. 1949, Pt. 2, Pp. 9 

Ruerr, J. L’ état actuel du systéme des paiements internationaux. Rev. d’ Econ. P 
Mar.-Apr., 1949. Pp. 11. 

SAMUELSON, P. A. International factor-price equalisation once again. Econ. Jour., June 
1949, Pp. 17. 

Sen, M. K. International economic relations. Indian Jour. Econ., Jan., 1949. Pp. 6 

SHANNON, H. A. The British payments and exchange control system. Quart. Jour. Econ 
May, 1949. Pp. 26. 

Stncer, H. W. Economic progress in underdeveloped countries. Soc. Research, Mar. 1% 
Pp. 11. 

Tyszynski, H. Economics of the wheat agreement. Economica, Feb., 1949. Pp. 1! 

WaAsseRMAN, M. J. and Tucker, J. F. The U. S. tax treaty program. Nat. Tax Jour 
Mar., 1949. Pp. 17. 

Wiet, P. Der verkehrswirtschaftliche zusammenhang Europas. Europa-Archiv., Fe! 
1949. Pp. 10. 

Wicox, C. The promise of the World Trade Charter. For. Affairs, Apr., 1949. Pp. | 

Wituams, J. H. Europe after 1952: the long-term recovery problem. For. Affairs Apr 
1949. Pp. 23. 

Customs union vs economic union in Western Europe. Am. Perspective, June, | 
Fp. 5. 

ECA in action on the food and agriculture front. Jour. Farm Econ., May, 1949. Pp.“ 

European recovery, economic cooperation in the making. Internat. Conciliation, Jan 
1949. Pp. 91. 

Foreign policy in the making: the E.R.P. Am. Perspective, June, 1948. Pp. 14 

Foreign transactions of the United States government in 1948. Survey Curent Bis 
May, 1949. Pp. 7. ; 

The Inter-Allied Reparations Agency—problems of allocation and dismantling Wore 
Today, June, 1949. Pp. 10. 


International transactions of the United States in 1948 by areas and in the first quarter 
of 1949. Survey Current Bus., June, 1949. Pp. 4. 
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regional economic commissions of the United Nations. World Today, May, 1949, 
Su en nd the Marshall Plan. Index, Svenska Handelsbanken, Mar., 1949. Pp. 10. 


Business Administration 


S. J. The development of accounting standards to meet changing economic condi- 
Jour. Accountancy, May, 1949. Pp. 12. 
J. K. Management considerations on Lifo. Harvard Bus. Rev., May, 1949. 


E. Measuring the general retail trading area—a case study: I. Jour. Marketing, 
Apr., 1949. Pp. 17. 
KNAt O. W. Distribution; the keynote of today’s economy. Dun’s Rev., May, 1949. 


1. K. Tax accounting v. commercial accounting. Jour. Accountancy, Apr., 1949. 


S rs, T. H. Depreciation and 1949 price levels. Harvard Bus. Rev., May, 1949. Pp. 15. 


Current inventory developments. Survey Current Bus., Apr., 1949. Pp. 6. 


wriation of costs wih volume. N.A.C.A. Bull. sec. 3, June 15, 1949. Pp. 23. 


Industrial Organization and Markets; Public Regulation of Business 
M. A. The A & P case: a study in applied economic theory. Quart. Jour. 
May, 1949. Pp. 20. 
\. Leggi e monopoli. Critica Econ., Feb., 1949. Pp. 27. 
C. D. Delivered prices: doing business under the present law. Michigan Law 
Rev., Apr 49. Pp. 16. 


). M., editor. The antitrust laws: a symposium. Am. Econ. Rev., June, 1949. 


Lyon, L. S. Government and American life. Jour. Bus. Univ. Chicago, Apr., 1949, Pp. 9. 
Menvetson, W. New light on Fletcher v. Peck and Gibbons v. Ogden. Yale Law Jour., 
Mar., 1949 Pp. 7 


Naven, K. D. Price policy of the Challenge Cream & Butter Association: I. Jour. 


Marketing, Apr., 1949. Pp. 11. 
SEEGE N. Compulsory licensing by judicial action: a remedy for misuse of patents. 
Michigan Law Rev., Mar., 1949. Pp. 26. 
‘he Columbia Steel case; new light on old antitrust problems (United States v. Columbia 
( U’. S. Sup. Ct. 1948). Yale Law Jour., Apr., 1949. Pp. 9. 
Summary of reports of the Hoover Commision. Public Admin. Rev., Spring, 1949. Pp. 27. 


Various vi n the monopoly problem. By E. S. Mason, R. W. Jastrom, C. Kaysen, 
M \. Adelman, A. Nicols, and E. H. Chamberlin. Rev. Econ. and Stat., May, 1949. 


Public Utilities; Transportation; Communications 
EIEF \l. Competitive operation of municipally and privately owned utilities. Michi- 
gan Law Rev., Mar., 1949. Pp. 16. 
EONARD, W. N. The decline of railroad consolidation. Jour. Econ. Hist., May, 1949. Pp. 


AUVY A A propos de la coordination des transports. Répartition d’un objectif-production 

_- ceux activities. Rev. d’Econ. Pol., Jan.-Feb., 1949. Pp. 28. 

een. E. L. The railroad pattern of the United States. Geog. Rev., Apr., 1949. Pp. 15. 
eciric power output and investment. Survey Current Bus., May, 1949. Pp. 7. 
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Industry Studies 


BartLey, E. P. The tidelands oil controversy. Western Pol. Quart., Mar., 1949. Pp. 19 

Brown, J. J. Canadian aluminum. Canadian Banker, Spring, 1949. Pp. 16. 

Isarp, W., and Capron, W. M. The future locational pattern of iron and steel produc- 
tion in the United States. Jour. Pol. Econ., Apr., 1949. Pp. 16. 

The demand for producers’ durable equipment. Survey Current Bus., June, 1949. Pp. 11, 

Labor share in construction cost of new houses. Mo. Lab. Rev., May, 1949. Pp. 4, 

Plant and equipment programs and sales expectations in 1949. Survey Current By: 
Apr., 1949. Pp. 5. 

Read justments in consumer-goods industries. Mo. Lab. Rev., Mar., 1949. Pp. 5. 


Land Economics; Agricultural Economics; Economic Geography 


ALEXANDER, R. J. Housing in Chile. Land Econ., May, 1949. Pp. 9. 

Batocn, T. The distribution of industry. Bull. Oxford Univ. Institute of Stat., Apr., 1940 
Pp. 4. 

Bennett, M. K. Food and agriculture in the Soviet Union, 1917-48. Jour. Pol. Econ 
June, 1949. Pp. 14. 

BLUMENFELD, H. On the concentric-circle theory of urban growth. Land Econ., May 
1949. Pp. 5. 

Bow ey, M. Housing and the economic crisis in Great Britain. Internat. Lab. Rev., Feb., 
1949. Pp. 27. 

Broaptey, Sir H. The food situation in Europe in relation to the work of F.A.0. Jour 
Farm Econ., Feb., 1949, Pt. 2. Pp. 13. 

Brown ee, O. H. and Gartner, W. Farmers’ price anticipations and the role of uncertainty 
in farm planning. Jour. Farm Econ., May, 1949. Pp. 10. 

Case, H. C. M. The Agricultural Act of 1948. Jour. Farm Econ., Feb., 1949, Pt. 2. Pp. 10 

Harpin, C. M. Political and other processes in formulating and implementing land us 
policies in river basins. Jour. Farm Econ., Feb., 1949, Pt. 2. Pp. 9. 

Harrison, R. W. The role of the agricultural economists in the formulation of land use 
policies in river basins. Jour. Farm Econ., Feb., 1949, Pt. 2. Pp. 5. 

Heavy, E. O. Basic economic and welfare aspects of farm technological advance. Jour 
Farm Econ., May, 1949. Pp. 24. 

Horan, W. A middle way for the Northwest. Public Utilities Fortnightly, May 26, 1949 
Pp. 11. 

Humpurey, T. The Northwest power puzzle. Public Utilities Fortnightly, Apr. 14, 19° 
Pp. 5. 

Jessen, R. J. Some inadequacies of the federal censuses of agriculture. Jour. Am. Stat. 
Assoc., June, 1949. Pp. 14. 

Jounson, V. W. Land economics research. Land Econ., May, 1949. Pp. 10. 

Ketiocc, C. E. Food production potentialities and problems. Jour. Farm. Econ., Fel 
1949, Pp. 11. 

Nourse, E. G. Agriculture in a stabilized economy. Jour. Farm Econ., Feb., 1949, Pt. 2 
Pp. 12. 

Rogenric, H. W. Die Tennessee Valley Authority als regionales planungsexperiment. Europa 
Archiv, May 5, 1949. Pp. 8. 

Sarte, C. F. and Rosrnson, T. C. M. Measurement of agriculturai production. With 
discussion by C. Hildreth. Jour. Farm Econ., May, 1949. Pp. 20. ' 

Soru, L. Mr. Hoover’s Department of Agriculture. Jour. Farm Econ., May, 1949. Pp. 

Steete, H. A. Physical, economic, and social factors in formulation of land use policies 
in river basins. Jour. Farm Econ., Feb., 1949, Pt. 2, Pp. 4. 
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results of the Distribution of Industry Act, 1945. Manchester School 
Stud., Jan., 1949. Pp. 13. 
J. A. Some aspects of the economic theory of forestry. Land Econ., May, 


and price supports. Survey Current Bus., Apr., 1949. Pp. 3. 


Labor 


The problem of jurisdiction of national and state labor relations boards. 
). Relations Rev., Apr., 1949. Pp. 12. 

ncial resources of trade-unions. Jour. Pol. Econ., Apr., 1949. Pp. 5. 
S. and Cuaturvepi, H. K. Industrial relations in India. Indian Jour. 
9. Pp. 12. 

P. Morale, military and industrial. Econ. Jour., Mar., 1949. Pp. 16. 
of labour. Economica, Feb., 1949. Pp. 10. 

N. W. The nature of the collective agreement. Jour. Bus. Univ. Chicago, 
14. 


ANNA Unemployment in Italy. Rev. Econ. Conditions in Italy, Mar., 1949. 


ripartitism in the National War Labor Board. Indus. and Lab, Relations 
Pp. 19. 

ettlement of work jurisdictional disputes by governmental agencies. 
Relations Rev., Apr., 1949. Pp. 25. 

nile labour supply. Bull. Oxford Univ. Institute of Stat., Feb.-Mar., 


"he meaning of the union shop elections. Indus. and Lab. Relations Rev., 
mmunists in German labor organizations. Jour. Pol. Econ., June, 1949. 


nd Muscrave, R. A. Strikes in essential industries: a way out. Harvard 
, 1949. Pp. 7. 

M. and WALLRABENSTEIN, P. P. Estimates of agricultural employment 
Jour. Farm Econ., May, 1949. Pp. 20. 


ir legislation in India, 1937-1948: I. Internat. Lab. Rev., Apr., 1949. 


lohnpolitik seit kriegsende. Monatsberichte des Osterreichischen Insti- 
iftsforschung, Mar., 1949. Pp. 13. 
uring 1948. Mo. Lab. Rev., May, 1949. Pp. 9. 


Population; Social Welfare and Living Standards 


). Franklin as demographer. Jour. Econ. Hist., May, 1949. Pp. 20. 
K. Internal migration in Victorian England. Manchester School Econ. 
Jan., 1949, Pp. 21. 
nd Hawrey, A. H. Unemployment and migration in the depression 
Am. Stat. Assoc., June, 1949. Pp. 13. 
we underestimated increases in rents and shelter expenditures? Jour. 
1949. Pp. 12. 
L’evolution du potentiel démographique de la population belge de 
Rev. de I’Inst. de Soc., Oct.-Dec., 1948. Pp. 20. 
Jr. and Lawrence, N. The current status of state and local population 
Census Bureau. Jour. Am. Stat. Assoc., June, 1949. 
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Taguser, C, and Tazuser, I. B. World population trends. Jour. Farm Econ. Feb. 1949, P; 
2. Pp. 14. a 
Wunoer.icu, F, New trends in social insurance. Soc. Research, Mar., 1949. Pp, 14. 


YorandE, Sr. M. Some economic and ethical considerations for legislation proteciing 
consumer. Rev. Soc. Econ. Mar., 1949. Pp. 9. 


Family food expenditures in three cities, 1947—Washington, D.C., Richmond, Va. 
Manchester, N.H. Mo. Lab. Rev., June, 1949. Pp. 10. 


Family income and expenditures in 1947. Mo. Lab. Rev., Apr., 1949. Pp. 9, 
Proceedings at Social Security Conference. Am. Econ. Security, Apr.-May, 1949. Pp, 69 


the 


ang 


Unclassified Items 
Cronin, J. F. The place of economics in liberal arts colleges and seminaries, Rev. Soc 
Econ., Mar., 1949. Pp. 7. 
Kii_eEN, E. C. Ethics, data for the economist. Rev. Soc. Econ., Mar., 1949, Pp, 14 t 
Kuznets, S. Wesley Clair Mitchell, 1874-1948. An appreciaticn. Jour. Am. Stat, Assoc P 
Mar., 1949. Pp. 6. a) 
Price, M. O. Government publications. A listing of recent publications of political in- 
terest. Am. Pol. Sci. Rev., Apr., 1949. Pp. 8. 


NOTES 


SIXTY-SECOND ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Commodore Hotel, New York City, December 27-30, 1949 


Preliminary Announcement of the Program 


The central theme of most of the sessions of the 1949 program is “A Stocktaking of 
erican Capitalism.” Most of the characteristics of the current international scene and 
few of the salient features of our domestic situation arise from the international 
; wer and, underlying this struggle, the pervasive contest of opposing 
logies. Economists are concerned with both of these trials of strength, but with 
atter more directly. For economists in America, it would seem to be both their 
striotic duty and their obligation as social scientists to make a concerted attempt to 
praise the operation of our capitalist or private enterprise system. This theme recom- 
ided itself for the present meetings of the Association not only because of its over- 
ling importance, but also because judicious assessment requires the contributions of 
» manifold fields embraced within the broad discipline of economics. 
t all of these fields are represented in the present program; indeed, it would probably 
otless to attempt a really exhaustive presentation. On the other hand, completely to 
timely areas of discussion because they were not directly oriented to the 
ain theme would also be unwise. Sessions closely oriented to the Stocktaking of 
I ilism begin with the evening meeting on Tuesday and extend through 
e general appraisal scheduled for Friday morning. Sessions less closely gauged to the 
tral theme occupy the afternoon preceding and following these limits. One session 
been eduled for each of the three evenings and for the last day, morning and 
therwise, three sessions will take place each morning and afternoon. In all, 
ty sessions, with several additional breakfast and luncheon meetings. 
Executive Committee of the American Economic Association will meet at 9 A.ar. 
Tuesday, December 27, and remain in session throughout the forenoon and the 
eon hour. The meeting of the new Executive Committee, which retiring members 
the old committee are invited to attend, will begin with luncheon at 12:30 P.M. on 
ber 30, and continue in the afternoon as long as necessary. 


Tuesday, December 27 
PROBLEMS OF AN ADVANCED DEFENSE ECONOMY 
Chairman: Donato H. Wattace, Princeton University 


Papers: Production for Defense 
CHARLES J. Hitcu, The Rand Corporation 
Price Controls and Rationing 
Circumstances Requiring Price Controls and Rationing 
BERNARD F. Hatey, Stanford University 
Monetary and Fiscal Aspects 
RicHarp A. Muscrave, University of Michigan 
Labor Problems 
Liovp G. Reynotps, Yale University 


Discussion: WittraMm Haser, University of Michigan 


Hersert STEIN, Committee for Economic Development 
ECONOMIC POLICY IN OCCUPIED GERMANY 
Chairman: Carvin B. Hoover, Duke University 


Papers: The Effect of Trade and Industrial Efficiency upon German 
Agriculture 
THeEopore W. ScHuttz, University of Chicago 
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The Role of Fiscal-Monetary Policy in German Economic Re. 
covery 
Water W. University of Minnesota 
Fitting Germany into Western European and World Trade 
Horst MENDERSHAUSEN, Federal Reserve Bank of New York 


Discussion: GERHARD Cotm, Council of Economic Advisers 
Lioyp A. Metz.er, University of Chicago 
Puitie M. Raup, University of Wisconsin 


POPULATION AND RESOURCES: Joint session with the American Sts. 
tistical Association 


Chairman: Atva Myropat, Social Affairs Department, United Nations 


Papers: World’s Population at the End of the 20th Century 
FRANK NOTESTEIN, Princeton University 
World’s Food and Agricultural Potential 
P. V. Carpon, U. S. Department of Agriculture 


Discussion: Joseru S. Davis, Stanford University 
D. Gate Jounson, University of Chicago 


WHAT PLANNING AND HOW MUCH IS COMPATIBLE WITH A 
MARKET ECONOMY? RECENT EUROPEAN EXPERIENCE 


Chairman: Senator Paut H. Dovuctas, Washington, D.C. 
Addresses: Str Henry Cray, Oxford University 

Er1x University of Uppsala 
Discussion: Informal discussion from the floor 


Wednesday, December 28 
U.S. FOREIGN INVESTMENT IN UNDER-DEVELOPED AREAS 
Chairman: James W. ANGELL, Columbia University 


Papers: The Distribution of Gains between Investing and Borrowing 
Countries 
H. W. Srncer, Department of Economic Affairs, United Nations 
Tax, Treaty, Guaranty and Other Methods of Encouraging 
Private U.S. Foreign Investment 
Wiu1aM A. Brown, Jr., Brookings Institution 
Impact of U.S. Foreign Investments on our own Economy 
Wa ter S. Satant, Council of Economic Advisers 


Discussion: Leroy D. StrinEBower, Department of State 
B. K. Mapan, International Monetary Fund 
Bruno Foa, New York 


STABILIZING THE ECONOMY: THE EMPLOYMENT ACT OF 1% 
IN OPERATION 


Chairman: E. A. GoLDENWEISER, Institute for Advanced Study 


Papers: The Council of Economic Advisers: Political Economy on Tm 
J. Srraver, Princeton University 
Economic Requisites for Achieving Economic Stability 
Georce Letanp Bacu, Carnegie Institute of Technology 
Political and Administrative Requisites for Achieving Econom 
Stability 
Roy Biovcn, University of Chicago 


Discussion: Bearpstey Rumi, Jewelry Research Foundation 
ArTHUR Harvard University 
Another, to be announced 
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CAPITALISM AND MONOPOLISTIC COMPETITION: I. THE THEORY 
OLIGOPOLY 


hairman: Morris A. Coperanp, Cornell University 


Papers: Oligopoly by Merger 

Georce J. Sticter, Columbia University 

Technological Economies of Size versus “Artificial Exclusion” 

as Sources of Oligopoly Power 

Joe S. Barn, University of California, Berkeley 

Sales Techniques and Ignorance as Sources of Oligopoly Power 
TrBor ScitovszKy, Stanford University 

Collusion and its Limits under Oligopoly 
WiLt1AM FELLNER, University of California, Berkeley 


Discussion: The authors of these papers and members of the Association 


THE UNITED STATES AND FOREIGN INVESTMENT: Joint session 
the American Finance Association 


Chairmen: Nett Jacosy, University of California, Los Angeles 
Howarp §S, Extis, University of California, Berkeley 


CAPITALISM AND MONOPOLISTIC COMPETITION: II. CAN THE 
AMERICAN ECONOMY BE MADE MORE COMPETITIVE? 


hairman; Corwin D. Epwarps, Federal Trade Commission 


Papers: The Significance of Oligopoly in the American Economy 
Craik Wiicox, Swarthmore College 
The Influence of Size of Firms on the Functioning of the 
Economy 
A. D. H. Kaptan, Brookings Institution 
Production Heterogeneity and Public Policy 
E. H. CHAMBERLIN, Harvard University 
The Orientation of Anti-Trust Policy 
J. M. Crarx, Columbia University 
Discussion: The authors of these papers and members of the Association 


TRANSPORTATION IN CAPITALIST AND SOCIALIZED ECONOMIES 
Chairman: Stoney L. Miter, University of Pennsylvania 


Papers: An Appraisal of Nationalized Transport in Great Britain 
G. Lioyp Witson, University of Pennsylvania 
E. GrosvENor PLowMAN, Vice President, United States Steel 
Corporation 
The Reorganization of Transport Regulation in the United States 
Cuartes Deartnc, Brookings Institution 


Discussion: Vircm. D. Cover, Syracuse University 


T. W. Van Metre, Columbia University 
H. W. Torcerson, Northwestern University 
I. L. SHarFMAN, University of Michigan 
H. K. Snexz, University of Texas 


PRIVATE ENTERPRISE AND INEQUALITY OF INCOME: Joint 
session with the American Statistical Association 


Chairman: HILDECARDE KNEELAND, Bureau of the Budget 
Papers: Statistical Information on the Distribution of Income by Size 
SELMA Go.psmiTH, U.S. Department of Commerce 


Income Distribution as a Measure of Economic Welfare 
Hazet Kyrx, University of Chicago 
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Evaluation of Alternative Techniques for Promoting Equality 
in a Capitalist Society i 
A. G. B. FisHer, International Monetary Fund 


Discussion: To be announced 


PRESIDENTIAL ADDRESSES: Joint session with the American Statistica! 
Association 


Thursday, December 29 


PROBLEMS OF TEACHING AND RESEARCH IN LATIN AMERICAN 
ECONOMIES (Breakfast Session) 


Chairman: To be announced 


(For suggestions and enquiries, address RicHarp F. BEHRENDT, Colgate Uni- 
versity, Hamilton, N.Y.) 


TAX STRUCTURE AND PRIVATE ENTERPRISE 
Chairman: To be announced 


Papers: Capital Gains and Losses 
LAWRENCE H. SEttzer, Wayne University 
How Should Wealth Transfers be Taxed? 
E. Gorvon University of Pennsylvania 
Efficiency vs. Equity Issues in Federal Tax Policy 
Eart R. Rotpnu, University of California, Berkeley 


Discussion: O. H. BRowN EE, University of Chicago 
Louis SHERE, University of Indiana 
Ricwarp E, Sritor, U. S. Treasury 


CAPITALISM AND ECONOMIC PROGRESS: Joint session with the 
Economic History Association 


Chairman: Lovuts M. Hacker, Columbia University 


Papers: Appraisal of American Economic Progress 
Harotp F. Northwestern University 
Innovation in American Progress 
Grorce W. TersorcH, Machinery and Allied Products Institute 
Capital Accumulation and Progress 
Epcar M. Hoover, Council of Economic Advisers 


Discussion: Yate BrozEn, Northwestern University 
Davi Mc. Wricut, University of Virginia 


CAPITALISM, ECONOMIC STABILITY, AND PRIMARY PRODUCERS 
Joint session with the American Farm Economic Association 


Chairman: THeopore W. Scuvuttz, University of Chicago 


Papers: The Effects of Economic Instability on Primary Producers 
Grorrrey Moorg, National Bureau of Economic Researci 
The Case for Supplementary Measures Dealing Directly wit) 
Income and Price Instability that Confront Primary Pro 
ducers 
D. Gate JoHNnson, University of Chicago 
Another paper to be announced 


Discussion: Frep V. Waucu, Council of Economic Advisers 
Others to be announced 
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> yrs. LINEAR MODELS OF PRODUCTION AND ALLOCATION: Joint session 
with the Econometric Society 
Chairman: SOLOMON FABRICANT, National Bureau of Economic Research 
Papers: An Evaluation of the Inter-Industry Relations Approach and 
its Generalizations 
N. Georcescu-RoEceNn, Vanderbilt University 
Efficient Allocation of Resources 
T. C. Koopmans, Cowles Commission 


ussion: GeorcE J. Sticter, Columbia University 
Others to be announced 


CAN CAPITALISM DISPENSE WITH FREE LABOR MARKETS?: 
Joint session with the Industrial Relations Research Association 
Chairman: Davipy A. McCase, Princeton University 
Papers: Character and Consequences of Institutional Controls of Labor 
Markets 
CLARK Kerr, University of California 
The Implications of Collective Bargaining for Prices and Profits 
JosepH SHIsTER, University of Buffalo 
Another paper to be announced 
Discussion: PAuL FisHer, Dartmouth College 
CuHartes C. KILtIncswortH, Michigan State College 
Frank C. Pierson, Swarthmore College 


CAPITALISM AND ECONOMIC STABILITY: DIRECT VS. MONETARY 
FISCAL CONTROLS: Joint session with the American Finance Association 
ANNUAL BUSINESS MEETING, including award of the John Bates Clark 
Medal 

J pm. ECONOMIC POWER BLOCS AND AMERICAN CAPITALISM: Joint 


session with the American Political Science Association, the American Socio- 
gical Society, and the Industrial Relations Research Association 


Chairman: J. Dovuctas Brown, Princeton University 


Papers: Interest Blocs and Social Control 
. HERBERT BLUMER, Department of Sociology, University of 
Chicago 


Title to be announced 
MERLE Fatnsop, Department of Government, Harvard Uni- 


versity 
Power Blocs and the Formation and Content of Economic 
RS Decisions 
JoserpH J. SpENcLER, Department of Economics, Duke Uni- 
versity 
Discussion: Don Price, Public Administration Clearing House 


Hans Sperer, Rand Corporation 
Nert W. CHAMBERLAIN, Yale University 
Friday, December 30 
/ AM. AMERICAN CAPITALISM: WHERE ARE WE GOING? 
Chairman: Franx H. Knicnt, University of Chicago 


Papers: Title to be announced 
B. S. Krersteap, McGill University 
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Title to be announced 
JosrpH SchuMPETER, Harvard University 
Some Basic Economic Trends 
SuMNER H. SLicuter, Harvard University 
Discussion: There will be no prepared comments, but discussion from th 
floor will be invited. 


2:00 p.st. ROUND TABLE ON THE TEACHING OF ELEMENTARY ECONOMICS 
Chairman: Horace Tayior, Columbia University 
Papers: The National Income Approach 
Author to be announced 
An Alternative Approach: the Interdepartmental Introductory 


Course 
Author to be announced 


At a time subsequently to be announced, the group interested in Public Utilities wil 
meet informally to hear and discuss the following papers: 


Some Economic Objectives of Public Utility Regulation 
C. Emery TroxeLt, Wayne University 
Federal Regulation of the Natural Gas Industry 
Burton N. BEHLING, National Security Resources Board 


Necrology 


Charles A. Hales, June 19, 1949, 
Charles R. Metzger, May 23, 1949. 
Edward Carroll Sibley, January 6, 1949. 


Appointments and Resignations 


Lewis W. Adams has been promoted to professor of economics and dean of the Scho 
of Commerce and Administration at Washington and Lee University. 

Kenneth J. Arrow, formerly of the University of Chicago, has been appointed acting 
assistant professor of economics at Stanford University. 

Robert D. Ayars has been granted a leave of absence from the School of Busines 
Administration, University of Pittsburgh, for the coming academic year. 

Henry G. Baker, formerly director of the Bureau of Business Research, Oklahor 
City University, is now associate professor of marketing at the University of Georgia. 

Paul A. Baran, formerly of the Federal Reserve Bank of New York, has been appointed 
associate professor of economics at Stanford University. 

William J. Baumol has been appointed assistant professor of economics at Princeto! 
University. 

Jack N. Behrman has been appointed instructor in economics at Princeton Uni 
versity. 

Walter J. Beidatsch, formerly chief economist of the Federal Power Commission, 5 
been appointed professor of transportation economics and public utilities at the Alabama 
Polytechnic Institute. 

David C. Belcher has joined the staff of the College of Commerce and Business 4¢ 
ministration, University of Illinois, as assistant professor. 

Maurice C. Benewitz, of Brown University, has been appointed instructor in 
at the University of Minnesota. 

Claude L. Benner has been elected president of the Continental American Life Insurance 
Company. 

Edward G. Bennion, head of the Economics Division of Standard Oil Company 0! 7 
Jersey, has been appointed lecturer in economics in the Graduate School of Busses 
Columbia University. 


economics 
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tr.mer A. Black has been promoted to the rank of assistant professor in the College 
nistration, University of Georgia. 

Boggs, emeritus professor of economics at Stanford University, has re- 

t as visititing professor of economics at the University of Washington. 

a ae er has resigned from Emory University to accept an appointment as 

in the Industrial Management Division, Georgia School of Technology. 

lames C. ] right has been given leave from the Graduate School of Business, Co- 

for the current academic year to conduct a study under the auspices 
Iniversity Council for Research in the Social Sciences. 


has been appointed instructor in economics in the College of Business 
\ t University of Nebraska. 
of the University of Leeds, has been appointed visiting professor 
stitute, Columbia University, for the Spring session, 1950. 
wn, Jr., dean of the University of Mississippi School of Commerce 
inistration, has been appointed dean of the University of Oklahoma Col- 
Administration. 
formerly instructor in economics at the University of Texas, has been 
professor of economics, University of Oklahoma. 
been granted a leave of absence from Northwestern University to 
idy and survey. 
dean of the College of Commerce and Business Administration at 
has been appointed dean of the School of Business and Public Ad- 
ngton University, St. Louis. 
el has been promoted to associate professor of economics at the Uni- 
ton. 
has been promoted to the rank of associate professor in the depart- 
Syracuse University. 
, of Columbia University, has been granted leave of absence for the 
)-50 for research on business cycles. 


h has joined the faculty of the University of Minnesota as instructor 
has joined the staff of the department of economics, University of 
f Northwestern University, has accepted a professorship at Redlands 


as been appointed instructor in accounting at the University of Chicago. 


ilk, who has held a teaching fellowship in economics at the University of 
rs, has returned to his position as associate professor of economics 
A. & M. ( ollege 
ge. 


has joined the faculty of the University of Minnesota as instructor in 


( of 


Columbia University, was awarded the degree of Doctor of Laws 
| for Social Research in May, 1949, 


has been promoted to assistant professor of economics at the Uni- 
ma. 


eman has been promoted to chairman of the department of accounting 
shington and Lee University. 

W urd has been appointed assistant professor of economics at Swarthmore 
ege elective in the fall of 1950. 


as been appointed professor of economics and head of the department 
merce at the University of Louisville. 
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Daniel Creamer, of the National Bureau of Economic Research, is engazed in  :». 
search project under the joint auspices of the Social Science Research Center of the 
University of Puerto Rico, the Puerto Rico Industrial Development Company, and the 
Office of Statistics of the Puerto Rico Bureau of the Budget. r 

James Crutchfield, of the University of California, has been appointed acting assistant 
professor of economics at the University of Washington. 

Leon A. Dale has been appointed assistant professor of economics at the University of 
Florida. 

Clyde E. Dankert has been appointed chairman of the department of economics x: 
Dartmouth College. 

A. J. Danks, of New Zealand, is visiting lecturer in economics at the University oj 
Washington in the fall term. 

Paul G. Darling, of Rutgers University, is now assistant professor of economics a 

. Carnegie Institute of Technology. 

Joel P. Dean has been granted leave from Columbia University during the curren: 
academic year to conduct research for the Committee for Economic Development. 

Merrill De Voe, of the University of Kentucky, has been appointed visiting associate 
professor at the Universty of Southern California. 

Jurgen Dich, councilor to the Ministries of Housing, Social Affairs, and Labor in 
Denmark and a member of the Danish delegation to the Economic and Social Council 
of the United Nations, is a visiting professor at the University of Wisconsin durin: 
the current academic year. 

James A. Donahue, Jr., is assistant professor of economics at the University 
Vermont. 

Herbert Dorn has been promoted from lecturer and research professor to professor o! 
economics at the University of Delaware. 

Thomas W. Douglas, of the University of Virginia, has resigned to take a position 
with the Ice Marketing Institute of the National Association of Ice Industries, in 
Washington, D.C. 

Edward A. Duddy, has become professor emeritus, University of Chicago, after having 
served on the faculty of the School of Business twenty-nine years. 

Samuel W. Dunn, of the School of Business Administration, University of Pittsburg! 
has been granted a leave of absence for the current academic year. 

Manuel Eber has been appointed instructor in economics, Washington University, St 
Louis. 

Robert S. Eckley has been apponted assistant professor of economics at the University 
of Kansas. 

George H. Ellis has been appointed instructor in economics and business administration 
at the University of Maine. 

Howard S. Ellis, professor of economics on leave of absence from the University 0! 
California, is directing a study of the long-run implications of the European Recover 
Program for the Council on Foreign Relations. He will be part-time visiting professor 0! 
economics at Columbia University in the Winter session. 

Paul T. Ellsworth, of the University of Wisconsin, has been granted a leave of absent 
for the first semester to teach at the University of California. 

Henry J. Engler is now assistant professor of management at Loyola University, \e' 
Orleans. 

M. Erselcuk has been promoted from assistant professor to associate professor © 
economics at Purdue University. 

William J. Fellner, of the University of California, is on sabbatical leave in the 
semester to do research work in Europe. 
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\Jlen R. Ferguson, of Harvard University, has been appointed assistant professor of 
economics at the University of Virginia. 
Peter A. Firmin has been appointed assistant professor of economics in the College of 


Flinn has resigned from Emory University to accept a position in the 
nagement Division of the Georgia School of Technology. 


A. Fouraker has resigned as instructor in economics at the University of 
Wyoming to continue graduate work. 


Henry J. Frank has been appointed part-time instructor in economics at New Jersey 
lece for Women. 

John A. Frechtling has been appointed instructor in economics at Swarthmore College. 
Robert W. French, of the University of Texas, has been appointed dean of the College 


Joseph F. Fulton, formerly of New York University, is an instructor in economics at 
Michigan State College. 


Nicholas Georgescu, formerly of the University of Bucharest and more recently of 
Harvard University, has accepted a position as professor of economics at Vanderbilt 
University. 

Franklin W. Gilchrist has been promoted to associate professor of marketing in the 
School of Commerce, University of Southern California. 

Curry W. Gillmore has been appointed instructor in political economy at the Johns 
Lor kins ersity. 

Morris D. Glickfeld, of the Univesity of California, has accepted an appointment as 


t professor of economics at the University of Washington. 


h, of Columbia University, served as program director and chairman of 
the United Nations Scientific Conference on the Conservation and Utilization of Resources 
eld at » Success August 17 to September 6. 
ward S. Gordman has been appointed associate professor of business administration 

‘f Commerce and Finance, Saint Louis University. 


Donald F. Gordon has been appointed instructor in economics at Princeton University. 


. {mor Gosfield has resigned as instructor in economics at the University of Pennsylvania 
ppointment at the University of Puerto Rico as director of a special study 
“ the Puerto Rican economy. 
Benjamin Gral 


ham, president of Graham-Newman Corporation, has joined the faculty 
iate School of Business, Columbia University, as an associate. 

Green has resigned as instructor in economics at the University of Minnesota 
of Southern Methodist University as assistant professor of economics. 


Joseph A. Green, Jr., of the University of Virginia, has been appointed head of the 
‘epartment of economics at Mississippi-Southern College. 
- H Peter Greenwood, of the University of Illinois, has been appointed assistant pro- 
tof finance in the School of Commerce of the University of Southern California. 
Morton Grossman has joined the staff of the department of economics, Washington 
State College 
_ oaral M. Guy has been appointed instructor in economics at the University of 
Minnesota 
eh M. Hacker, of Columbia College, has been appointed director of the School of 
eneral Studies, Columbia University. 
Jean C 


* Halterman has resigned as instructor in business organization and management 
“ege of Business Administration, University of Nebraska. 
Bow id B Hamilton, Jr., has resigned from the University of Texas to accept an appoint- 
~s* @S assistant professor of economics, University of New Mexico. 


merce and Business Administration, . | niversity. 
erce and Business Administration, Tulane University. 
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Wiliam A. Hance, formerly assistant dean of Columbia College, has been appointed 

i fessor of economic geography in the Graduate School of i 

associate pro 00] of Business, Columbia 
University. 

Glover D. Hancock has retired as dean of the School of Commerce and Administration 
at Washington and Lee University. 

Arnold C. Harberger has been appointed assistant professor of political economy at 
Johns Hopkins University. 

C. Lowell Harriss has been granted a year’s leave of absence from Columbia College to 
lecture at Stanford University. 

Richard B. Heflebower, of the Brookings Institution, has been appointed professor of 
economics at Northwestern University. 

Vern G. Hefte has resigned as assistant professor of accounting in the College of Busi- 
ness Administration, University of Tennessee. 

John Heisler has been appointed instructor in economics in the College of Commerce 
University of Kentucky. 

Bert G. Hickman has been appointed instructor in economics at Stanford University, 

A. J. Hill has been appointed instructor in accounting at Alabama Polytechnic Institute. 

Forest G. Hill, of Columbia University, has been appointed lecturer in economics at 
the University of California. 

Richard M. Hill has been appointed instructor in economics at Purdue University. 

Franklin L. Ho has been appointed visting professor in the East Asian Institute at 
Columbia University. 

Werner Hochwald has been promoted to associate professor of economics and acting 
head of the department of economics at Washington University, St. Louis. 

Thomas W. Holland, on leave of absence from the Department of State, has been 
reappointed visiting professor of economics in the School of Business Administration, 
University of Miami. 

J. Richard Huber, acting executive officer of the department of economics at the 
University of Washington, has been promoted from associate professor to professor of 
economics. 

Harold Hughes has resigned as professor of economics from the College of Commerce and 
Business Administration, Tulane University. 

Emily H. Huntington, of the University of California, is on sabbatical leave for the 
fall semester. 

John Ise, of the University of Kansas, taught in Denmark during the summer. 

John E. Jeuck, assistant professor of marketing, has been appointed assistant director 
of the Executive Program of the School of Business, University of Chicago. 

Lewis K. Johnson has been named chairman of the department of commerce at Wash- 
ington and Lee University. 

Thomas F. Johnson, of the University of Virginia, has accepted a position in the 
Sugar Division of the Production and Marketing Administration, U. S. Department 0! 
Agriculture. 

Eliot Jones, of Stanford University, was visiting professor of economics at the Univer- 
sity of Washington during the spring quarter of 1949. 

James R. Kay, of the University of Virginia, has been appointed assistant professor 2 
the School of Business Administration, Univerity of Texas. 

Eugene Kelley, of the Babson Institute, has been appointed assistant professor 0! 
business administration at Clark University. 

David M. Kerley, of the University of Virginia, has been appointed assistant professor 
of statistics at Pennsylvania State College. 
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NOTES 1103 


Frederick W. Killian, of Clark University, is on leave of absence in the current semester 
er study and research at Yale University. 


; Charles | Cc Kil li ingsworth has been promoted to professor of economics and head of the 
tme 1omics at Michigan State College. 


ne P. “Kindleberger, of the Massachusetts Institute of Technology, has been ap- 
ng lecturer in the European Institute, Columbia University, for the current 


acacemic year. 


Paul Kircher has been promoted to assistant professor of accounting at the University of 


Joseph M. Klamon has been appointed professor of commerce in the School of Business 
snd Public Administration at Washington University, St. Louis. 

William H. Knowles has resigned from Humboldt College to accept a position as 

stant professor of economics at Michigan State College. 

Clifton H. Kreps, Jr., has resigned as assistant professor of economics at Denison 
University to accept an appointment as research economist with the Federal Reserve 
Bank of New York 

Paul G. LaGrone has been appointed assistant professor of accounting and finance at 
Alabama P hnic Institute. 


H. K. L’Ecuyer has been appointed visiting associate professor of industrial manage- 
ment at the University of Kansas. 


Leland C. Lehman, of Ohio State University, has been appointed assistant professor of 
economics at Denison University. 
John K. Lewis has been appointed instructor in economics at Washington University, 


Irma A. Linse, of Indiana University, has joined the faculty of the University of Minne- 
sota as instructor in economics. 


Samuel M. Loescher has been appointed instructor in economics at Indiana University. 
Kullervo Louhi has been promoted to assistant professor of accounting at the University 
C} 


Donald A. Ludwig has been appointed instructor in economics at Clemson College. 


Erik Lundberg, professor of economics at the University of Stockholm and director of 
the Swedish Institute for Research in Economic Fluctuations, will be visiting professor 
of economics at the University of Washington in the spring of 1950. 

Rodney F. Luther has rejoined the faculty of the School of Business Administration of 


the University of Minnesota as lecturer in economics and marketing. 

George Malanos has been appointed assistant professor of economics in the School of 
Business Administration of the University of Miami. 

Theodore F. Marburg, of Princeton University, is on leave during the first term of the 
‘urent academic year to complete a research study. 

Dale C. Marcoux, on leave from Washburn University during the current academic 
year, is lecturer in economics at the University of Minnesota. 

Howard D. Marshall has been appointed instructor in economics at Vassar College. 

Kenneth M. McCaffree, of the University of Chicago, has joined the department of 
econor { the University of Washington as acting assistant professor. 


rald McClelland, of Princeton University, has been appointed assistant professor of 
economics at the University of Buffalo. 


Ree A. McClure, of Rutgers University, has been appointed associate professor of 
‘anagement in the School of Commerce of the University of Southern California. 


ne B. McGehee, of Emory University, has accepted a position with the Tennessee 
uthority. 


= 
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George W. McKinney was recently appointed associate economist of the Federal Reserve 
Bank of Richmond. 
James P. McMahon has been promoted from lecturer to associate professor of finance 
in the School of Business Administration of the University of Miami. 
Robert T. McMillan, formerly of Oklahoma A. & M., has joined the department oj 
economics and business administration of the Alabama Polytechnic Institute. 
Richard R. Mead, research analyst of the Greyhound Corporation, has been appointed 
professor of marketing in the School of Commerce of the University of Southern California 
Jorge Mendez has been appointed a member of the economic section of the Inter- 
national Labor Office, Geneva, Switzerland. 
Sidney B. Merlin, of the International Bank for Reconstruction and Development, has 
been appointed associate professor of economics at the University of Buffalo. 
Hyman P. Minsky has been appointed assistant professor of economics at Brown 
University. 
James N. Morgan, on leave of absence from Brown University, is with the Survey 
Research Center at Ann Arbor, Michigan. 
Charles A. Myers has been promoted to the rank of professor of industrial relations a: 
Massachusetts Institute of Technology. 
Frank W. Naggi has been appointed associate professor of accounting and director of 
the Bureau of Economic and Business Research, School of Commerce and Finance, Saint 
Louis University. 
Edward Neuner, Jr., has been appointed visiting assistant professor of economics at the 
University of Southern California. Saint 
William H. Newman, formerly of the Wharton School of Finance and Commerce, Uni- 
versity of Pennsylvania, has been appointed professor of business administration in the 
Graduate School of Business, Columbia University. 
Nian-tzu-Wang has been appointed instructor in economics at Columbia College. 
Howard W. Nicholson, of Harvard University, has been appointed instructor in eco- 
nomics at the University of Virginia. 
John C. Norby, of the University of Minnesota, has been awarded the Olaf Halvorson 
Fellowship by the American-Scandinavian Foundation for travel and study in Norway 
during the current academic year. 
Walter G. O'Donnell has been appointed instructor in economics at Columbia College 
Henry M. Oliver, Jr., of Northwestern University, has been appointed professor of 
economics at Indiana University. 
Norman C. Olson has been appointed assistant professor of economics at Concordia 
College. 
John E. Orchard, on leave of absence from the Graduate School of Business, Columbis 
University, is serving as executive assistant to W. Averill Harriman, deputy administrator 
for the Economic Cooperation Administration. 
Herman F. Otte has returned to the Graduate School of Business, Columbia University, 


after a year in South America, where he was engaged in field work on industrial ecenen 
development. Josey 
Henry T. Owen has been promoted to associate professor of economics in the Colles relation 
of Commerce and Business Administration, Tulane University. Will 
Martin D. Palm has been appointed assistant professor of economics in the College 0! ment o: 
Commerce and Business Administration, Tulane University. Carl 
Robert W. Paterson has been appointed instructor in rural economics at the Univers) summer 
of Virginia. Geor; 
Andrew Paton has been appointed instructor in the College of Commerce, University © Massac] 


Kentucky. 
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Gardner Patterson has been appointed associate professor of economics and director of 
the International Finance Section, Princeton University. 

Ww. N. Peach has resigned from the faculty of Syracuse University to become director 
f economic research at the University of Oklahoma. 


George Pearce has been appointed instructor in business administration at the School of 


( 


Walter H. Pearce has been appointed instructor in economics in the College of Com- 

merce of the University of Kentucky. 

Harry E. Peery has been appointed instructor in business organization and management 

» the College of Business Administration at the University of Nebraska. 

Clinton A. Phillips, of Vanderbilt University, has been appointed instructor in eco- 

nomics at Baldwin-Walace College. 

M. Ogden Phillips has been named chairman of the department of economics at Wash- 

gton and Lee University. 

Karl P. Polanyi is in London, England during his leave of absence from Columbia 

niversity in the first semester of this year. 

J. Richard Powell has been appointed assistant professor of economics at the University 

{ Texas 

Raymond P. Powell has been appointed instructor in economics at Princeton University. 

John P. Powelson has been appointed assistant professor of accounting at the Uni- 

versity of Buffalo. 

Thomas F. Quinn has been appointed dean of the School of Commerce and Finance, 

nt Louis University. 

Clark Randall has been appointed instructor in economics at the University of Kansas. 

nce F. Ritter, of the University of Wisconsin, is now instructor in economics at 
igan State College. 

James G. Robinson, of New York University, has been appointed visiting assistant 

fessor of retailing in the School of Commerce of the University of Southern California 

» year 1949-1950. 


Benjamin A. Rogge, of Northwestern University, has been appointed assistant professor 
f economics at Wabash College. 

im Rosen has been appointed assistant professor of economics at the University of 
: for the current academic year. 
id Rosenblatt, of the Bureau of the Budget, is visiting assistant professor of eco- 
t Carnegie Institute of Technology in the current year. 
Gideon Rosenbluth has been appointed instructor in economics at Princeton University. 
Samuel Rubin has been promoted to the rank of professor of transportation in the 
school of Commerce, University of Southern California. 
Jacob Schmookler, of the University of Pennsylvania, has accepted an appointment as 
nstructor in economics at Michigan State College. 
Karl de Schweinitz, Jr., of Yale University, has been appointed assistant professor of 
economics at Northwestern University. 


1 Shister, of Yale University, has been appointed associate professor of industrial 
ns in the School of Business Administration, University of Buffalo. 

am F. Shors has been appointed professor of accounting and head of the depart- 
‘ of accounting at Butler University. 

Carl S. Shoup, of the Graduate School of Business of Columbia University, spent the 
‘ummer in Japan studying the Japanese tax situation for SCAP. 

Seorge P. Schultz has been appointed assistant professor of industrial relations at 
‘sachusetts Institute of Technology. 


VW 


i e and Finance, Saint Louis University. 
7 | 
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Earl R. Sikes, of Dartmouth College, is on a sabbatical leave of absence 
current semester. 
Charles E. Silberman has been appointed lecturer in economics at the School of 
Genera! Studies, Columbia University. 
Herbert A. Simon, of Illinois Institute of Technology, has been appointed professor and 
head of the department of industrial administration at Carnegie Institute of Technology. 
Samuel Van D. Smith has been appointed instructor in commerce in the School ‘a 
Business Administration, University of Pittsburgh. 
T. H. Smith has been promoted from assistant professor to associate professor of 
economics at Purdue University. 
Tillman M. Sogge, of St. Olaf College, went to Japan in the past summer as consultant 
for the Economic and Scientific Section of SCAP to continue work begun there in 1048. 
Ezra Solomon has been appointed instructor in business administration at the Universit; 
of Chicago. 
William R. Spriegel has been appointed chairman of the department of management and 
associate dean of the College of Business Administration, University of Texas. 
Hubert F. Stepp, of the University of Virginia, has been appointed professor of eco- 
nomics at the College of Charleston, Charleston, S.C. 
Wolfgang F. Stolper has been appointed associate professor of economics at the 
University of Michigan. 
Robert Summers has been appointed acting instructor in economics at Stanford 
University. 


Zenon Szatrowski, of the University of Oregon, has been appointed associate professor 
of statistics in the School of Business Administration, University of Buffalo. 
Philip Taft has been appointed chairman of the department of economics, Brown 
University. 
W. Bayard Taylor, professor of business economics at Claremont Men’s College has 
been appointed dean of the faculty. 
Paul S. Taylor, of the University of California, Berkeley, is on sabbatical leave for 
this semester, doing research on agricultural labor. 
Philip E. Taylor has been promoted from associate professor to professor of economics 
at the University of Connecticut. 
William O. Thweatt, II, of the University of California at Los Angeles, has been 
appointed assistant profesor of business administration and economics at George Pepper- 
dine College. 
Charles S. Tippetts, head master of the Mercersburg Academy, has been re-elected 
vice chairman of the Board of Directors of the Federal Home Loan Bank of Pittsburg! 
C. F. Joseph Tom has been appointed instructor in economics at Beloit College. 
L. Reed Tripp has joined the staff of the University of Wisconsin as lecturer 0 
economics. 
Ross M. Trump, of the American College of Life Underwriters, has been appoutec 
professor of marketing at the School of Business and Public Administration, Washington 
University, St. Louis. 
John G. Turnbull, of the research administration of the Social Science Research Coun- 
cil, has joined the staff of the School of Business Administration, University of Minnesots, 
as associate professor. 
David G. Tyndall, of Cornell University, is now assistant professor of economics * 
Carnegie Institute of Technology. 
Abbott P. Usher, recently retired as professor of economics at Harvard University B 
visiting professor of economic history at the University of Wisconsin during the prea! 
academic year. 
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Andre L. Van Assenderp has resigned from the College of Commerce and Business 
Administration of Tulane University to join the faculty of Florida State University. 


Thurman W. Van Metre, professor of transportation in the Graduate School of Busi- 
‘olumbia University, is retiring in October, 1949, after thirty-three years of service. 
utledze Vining, who has been on leave of absence with the National Bureau of 
nic Research, has returned to his teaching at the University of Virginia as professor 


ViJliam B, Wait, of Cornell University, has been appointed visiting assistant professor 

financ » in the School of Commerce, University of Southern California. 

-ving H. Wallace, of the University of Minnesota, has joined the faculty of Augsburg 

» in Minneapolis as assistant professor of economics and marketing. 

1 Ward, of George Washington University, has been appointed assistant pro- 

nting at Marquette University. 

Warren has been promoted to professor of economics in the College of 

| Business Administration, Tulane University. 

Watkins, director of research of Dun and Bradstreet and director of the 

ind Programs of the National Security Resources Board, will offer a 
c mobilization planning at the Graduate School of Business, Columbia 

y, in the Spring session, 1950. 

hn T. Weatherwax has been appointed instructor in accounting at the University of 


Weidenbaum has been appointed fiscal analyst in the Bureau of the Budget. 
, of Columbia University, has been appointed assistant professor of sta- 
iiversity of Virginia. 

Westerlund has been appointed instructor in economics in the School of 
ninistration, University of Miami. 
Veston, of the University of Chicago, has accepted an appointment as lecturer 
nce at the University of California at Los Angeles. 
Wheeler has been promoted to the rank of associate professor in the School of 
nistration, University of Minnesota. 


ite, of Clark University, has been appointed assistant professor of eco- 
the University of Vermont. 


il 


rles W. Williams, of the University of Louisville, has been appointed vice president, 
ceserve Bank of Richmond. 

ke Willis has been promoted from assistant professor to associate professor of 

e Graduate School of Business, Columbia University. 

B. Wolf has been appointed instructor in industrial relations at the University 

Wolff has been appointed professor of marketing and international trade at 

niversity, New Orleans. 


Wuller has been appointed associate dean of the School of Commerce and 
t Louis University. 
J. Wyngarden has been appointed dean of the School of Business and Public 
n State College. 


non i tatisucs. 


FORTY-SIXTH LIST OF DOCTORAL DISSERTATIONS In 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members. but 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 374, Annual lists 
thereafter are to be found in the September number of the Review for each year, 

The present list specifies doctoral degrees conferred, doctoral dissertations completed an 
accepted by the various universities, and the theses still in preparation. The last date given 
is the probable date of completion. In cases where the publishers of completed dissertations 
were given, this information has been reported. 

The list represents the status of the several theses on June 15, 1949, except for a few 
items later reported as completed or published. 


Economic Theory; General Economics 


Degrees Conferred 


Pietro CASTIGLIONI, Ph.D., Florida, 1949. The Utility Approach to Monetary Theory 
ArteicH P. Hess, Jr., Ph.D., Pennsylvania, 1949. An Analysis of the Significance and 
Applicability of the Competitive Theory of Value to Practical Problems in Urban 
Residential Real Estate Valuation. 
Wru1aM S. Joyce, Ph.D., Harvard, 1949. The Economics of Luis de Molina: A Study in 
the Development of Scholastic Economics in the Sixteenth Century. 
Joun H. Morrman, Ph.D., Iowa State, 1949. A Study of Basic Economic Concepts in the 
High School Curriculum. 
ALLEN M. Srevers, Ph.D., Columbia, 1949. Has Market Capitalism Collapsed? A Critique 
of Karl Polanyi’s New Economics. (Published as No. 553, Columbia Studies in History 
Economics, and Public Law.) 


Theses Completed and Accepted 


KENNETH J. Arrow, B.S., College of City of New York, 1940; M.A., Columbia, 19 
Measurement of Economic Stability. 1949. Columbia. 

Cectt H. Mevers, M.A., Iowa State, 1948. The Economics of Henry George. 1949. 
State. 


Theses in Preparation 


Lawrence Apsott, B.A., Harvard, 1924. Non-Price Competition. 1951. Columbia. 
D. Pum. Beaupry, Jr., B.S., Kansas, 1931; M.B.A., 1933; M.A., Harvard, 195 
Profit Concepts. 1950. Harvard. 
Katuarine ALLEY Beyer, B.A., Vassar, 1944. The Economics of Multiple Products. 1° 
Columbia. 
Vincent F. Boranp, B.A., Buffalo, 1941. Professor A. C. Pigou’s Welfare Economics 
1950. California at Los Angeles. 
Howarp A. Bourne, B.A., Doane College, 1937; M.A., Chicago, 1940. The Econom 
Concepts of Several Religious Leaders. 1950. Chicago. 
Maurice L. Brancn, B.A., Michigan State, 1946; M.A., Wisconsin, 1947. Historical De- 
velopment of Scientific Method. 1951. Wisconsin. 
Joe E. Brown, B.S., Texas College of Arts and Industries, 1939; M.S., 1941. Population 
Theory and the Value Problem: An Institutional Economic Analysis. 1949. Texas 
Leste E. Carsert, B.A., British Columbia, 1946; M.A., Columbia, 1947, Studies in the 
Theory of Consumption and Expenditures. 1951. Columbia. 
Aurrep F. Cuatk, B.A., Baylor, 1934; M.S., Texas A & M, 1936. The Impact of Natur 
Law Theories on the Formation of Political Economy. 1950. Texas. 
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B.A., Columbia, 1939; M.A., 1940. Re-interpretation of Adam Smith. 


JosepH CROPSEY, 
1951. Columbia. 


Rosert Dorrman, B.A., Columbia, 1936; M.A., 1937. Problems Involved in Economic 
Model Building. 1951. California. 

Barnetr S. Esy, B.A., Southern California, 1927; Th.B., Princeton Theological Seminary, 

1935: M.A., Princeton, 1942. Economics and the Concept of Justice. 1950. Princeton. 

but Corweivs A. Exter, S.J., M.A., Georgetown, 1940. A Synthesis and Criticism of the 

Major Economic Doctrines Contained in the Writings of John Atkinson Hobson. 1950. 

Saint Louis. 

Ropert Ferser, B.S., College of City of New York, 1942; M.A., Chicago, 1945. An Eco- 

nomic and Marketing Study of Consumption Theories and of Consumption Functions. 

1950, Chicago. 

Hons Danie, R. Fusererp, B.A., George Washington, 1942; M.A., Columbia, 1947. The Eco- 

nomic Thought of Franklin D. Roosevelt. 1950. Columbia. 

Patrick W. Gearty, B.A., St. Paul Seminary, 1941; M.A., Catholic, 1947. Economic and 

Social Philosophy of Monsignor John A. Ryan. 1950. 

Iewix Gerarp, B.S.S., College of City of New York, 1941; M.A., Columbia, 1947. The 

Economic Thought of William Jennings Bryan. 1951. Columbia. 

James B. Gues, B.B.A., Texas, 1936; M.A., 1937. Influence of Wage Costs upon Rates 

of Technological Progress. 1950. Columbia. 

Donatp F. Gorvon, B.A., Saskatchewan, 1944; M.A., Toronto, 1946. Some Aspects of the 

Theory of Distribution, Employment and Equilibrium. 1949. Cornell. 

Howarp H. GreeNBAuM, B.S., Columbia, 1939; M.S., 1945. Fund Analysis of Transactions 
in Economic Research. 1950. Columbia. 

Davin B. Hamirron, B.A., Pittsburgh, 1940; M.A., 1941. Economic Theories and Social 
Change. 1950. Texas. 

Wom H. Honman, S.J., M.A., Weston College, 1938; S.T.L., 1944. The Economic 

Content of Social Justice in Early Modern Scholastics. 1950. Saint Louis. 

L. Jonn Kutisu, B.S., Iowa State, 1943. Proportionality in the Theory of the Firm. 

1950. Wisconsin. 

\LEXANDER KuTSCHEROFF, B.A., Wesleyan, 1946. Chernyshevsky’s Social and Economic 
Philosophy. 1950. Columbia. 

Francis L, Lopwenuetm, B.A., Cincinnati, 1947; M.A., 1948. Bismarck’s Economic 
Thought and Policies before the Empire. 1951. Columbia. 

Josepa P. McKenna, B.S., Harvard, 1946. Demand for Durable Consumer Goods. 1950. 
Harvard. 

LW. McKenzig, B.A., Duke, 1939. Utility Theory and the Welfare Concept. 1950. 
-rinceton. 

Morris Menpetson, B.A., Queen’s University, 1946. Some Aspects of Consumer Be- 

havior. 1950. Cornell. 

Pau A. Montavon, B.A., St. Mary’s Seminary, 1942; M.A., Catholic, 1947. Economic 

and Social Thought of John Mitchell. 1950. 

RoserT Ossorn, Jr., B.A., Princeton, 1943; M.A., 1948. The Concept of Mobility in 

Economic Theory. 1950. Princeton. 

ALAN L. Ritter, B.A., DePauw, 1935. The Application of the Theory of Imperfect Com- 
petition to the Determination of Wages. 1950. Wisconsin. 

Jexome ROTHE NBERG, B.A., Columbia, 1945; M.A., 1947. Veblenian Contributions to Wel- 

_ Economics: An Essay on the Societal Approach to Economic Theory. 1950. Colum- 


al De- Invinc H. Srecer, B.S., College of City of New York, 1934; M.A., New York, 1935. 


Conception and Measurement of Production and Productivity. 1950. Columbia. 
ulation Ropert E. Smiru, M.A., California at Los Angeles, 1947. A Survey of Modern Theories of 
5 the Rates of Interest. 1950. California at Los Angeles. 
in the Warren L. Sauru, B.A., Michigan, 1947. The Relations between Macroeconomics and 


i Microeconomics. 1951. Michigan. 
Spricos, M.S., Illinois, 1947. Contemporary American Wage Theory. 1949. 


Illinois 
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Grorce J. Stotnitz, B.A., College of City of New York, 1939; M.A. Princeton, 1942 
Dynamic Theory of the Firm. 1950. Princeton. — 
Matcotm Urqunart, B.A., Alberta, 1940. Capital Accumulation, Technological Change 
and Economic Progress: A Study of Economic Change with Special Reference to the 
Functional Distribution of Income. 1950. Chicago. ' 
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Aaron M. Boom, Ph. D., Chicago, 1948. The Development of Sectional Attitudes in Wis. 
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Quincy ApaAms, B.A., New York, 1941; M.A., American, 1945. Business Mortality in toe 
United States. 1951. Columbia. 
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nternational Settlement Reconsidered. 1951. Columbia. 
Leon M. Scuur, B.A., Wisconsin, 1946. Influences Exerted on the Monetary Authority. 
1950. Wisconsin. 
Davin Scuwartz, B.A., Columbia, 1938; M.A., California, 1941. Reorganization of the 
German Banking System under Allied Occupation. 1950. Columbia. 

GeraLD K. SHarkey, B.A., St. John’s University; M.S., Georgetown. Interest Rates: 
Theory and Policy Developments in the United States since 1933. Southern California. 
Rosert P. Sway, B.S., Virginia, 1944; M.A., 1946. An Evaluation of Regulation W as a 

Selective Service for the Contro! of Credit. 1950. Virginia. 

Gorvon Strap, B.Com., British Columbia, 1933; B.A., 1934; LL.D., 1945. British Post- 

war Monetary Experience. 1950. California. 

Grorce M. Taoxa, B.A., Stanford, 1940; M.A., Columbia, 1942. Control Policies of the 

Bank of Japan, 1937-1945. 1950. Columbia. 

VittiaM A, Vocety, B.A., Kenyon College, 1945; M.A., Princeton, 1947. The Commodity 

Reserve Standard. 1950. Princeton. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. Early 
Banking in Mississippi. 1950, Columbia. 

Kart Wittricu, B.S., Columbia, 1937; M.S., 1939. The Development of Commercial 
Banking in Allentown, Pa. 1950. Columbia. 

Martin B. Wo.re B.A., Illinois, 1941; M.A., Columbia, 1946. The French Franc between 

the Wars, 1919-1939. 1950. Columbia. 
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a Hane Jones, Ph.D., Chicago, 1949. Facilitating the Flow of Savings into Private 
statistics nvestment. 


Ewis E. KNOLLMEYER, Ph.D., Wisconsin, 1949. Housing as an Outlet for Investment. 
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Ramona M. Kuntze, Ph.D., Wisconsin, 1949. University Finance and the Business Cycle 
Joun T. O’Neat, Ph.D., Northwestern, 1948. Formation and Application of Financi 
Policy: A Case History of the Burlington System Refinancing of 1944-1945. ; 


Thesis Completed and Accepted 


ELeanor J. Rosinson, M.A., Iowa State, 1946. The Theory and Practice of Investment 
Considered First from the Point of View of Industrial Progress and Second, from the 
Point of View of the Individuals Participating in that Progress. 1949. Jowa State. 


Theses in Preparation 


Epwarp C. Atwoop, Jr., B.A., Princeton, 1946. The Theory of the Futures Market. 1055 
Princeton. 
Joun S. Bicxiey, B.A., Wisconsin, 1939; M.B.A., 1947. The Interest Rate and Life 
Insurance. 1949, Wisconsin. 
Raymonp R. Corton, B.S., College of City of New York, 1931; M.A., Columbia, 1932, 
Regulation of Public Securities as Legal Investments in New York State. 1950. Columbix 
E. Raymonp Corey, B.A., Amherst, 1941; M.B.A., Harvard; M.A., 1947. The Private 
Placement of Life Insurance Investments. 1950. Harvard. 
Avspert DeHNerR, B.B.A., Ohio State, 1936; M.B.A., 1939. Stock Dividends and Stock 
Splittings. 1950. Ohio State. 
MicHeat Gort, B.A., Brooklyn, 1943. Towards a Capital Outlay Policy—Investment 
Timing in the Electric Light and Power Industry during the Business Cycle. 1951 
Columbia. 
RatpH T. Green, B.A., Texas A&M, 1942; M.S., 1947. Financing of Small Business in 
the Houston, Texas, Area. 1951. Duke. 
Mattuews M. Jounson, B.S., Temple, 1936; M.A., Pennsylvania, 1939. The Philadelpha 
Mortgage Market. 1951. Pennsylvania. 
FRANK LANG, B.B.A., Tulane, 1940; M.B.A., Ohio State, 1943. A Public Relations Progra 
for Insurance. 1950. Columbia. 
Joun W. McKinney, B.A., Southern Methodist, 1937; M.A., Columbia, 1947. On the 
Financing of Innovation. 1950. Columbia. 
ArtHur F. MeEsencer, B.A., Ohio Wesleyan, 1927. Liquidity in the Security Markets 
1950. Ohio State. 
Joun R. Nicuots, B.A., Baldwin-Wallace, 1941; M.A., Ohio State, 1946. Economic 
Factors Basic to Stock Prices. 1951. Ohio State. 
Oscar SERBEIN, Jr., B.A.. Iowa State, 1940; M.S., 1941. Distribution of Costs in Life 
Insurance. 1950. Columbia. 
Cuester R. Smitn, B.S., Alabama, 1941; M.A., Virginia, 1947, Farmers’ Mutual Fir 
Insurance in the Southeast. 1950. Virginia. 
Hersert A. Smit, B.S., Pittsburgh, 1943; M.A., Columbia, 1947. A Critique of Feder 
Subsidies to Private Enterprises. 1950. Columbia. 
Epwarp F. Sravuper, B.S., Niagara, 1940; M.A., Catholic, 1947. Financial Survey % 
Building and Loan Associations in the District of Columbia in the 20th Century. 195 
Catholic. 
H. Lawrence Wisey, B.S., Southern California, 1944; M.A., 1946. The Securities ant 
Exchange Commission. 1949. Cornell 
James R. Younc, M.A., Southern Methodist, 1940. The Life Insurance Buyer, # 
Empirical Study Based on a Survey in Baton Rouge, Louisiana. 1950. Jndiana. 
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McConxey, Ph.D., Iowa State, 1949. Federal Taxation as an Instrument of 
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CLarence W. Tow, Ph. D., Minnesota, 1948. Factors Affecting the Yields of United 
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l or, Ph.D., Kentucky, 1948. Whiskey Production Tax in Kentucky, 1933- 


M. Turty, Ph.D., Columbia, 1948. The Tax Credit. (Special Report of the Tax 
n No. 15, Albany, New York, 1948.) 
y J. Wurre, Ph.D., Columbia, 1948. Personal Income Tax Reduction in a Business 


Theses Completed and Accepted 


Bapre, M.A., Iowa State, 1948. An Economic Analysis of the Income Tax of 
ler the British Mandate. 1950. Jowa State. 
B.A., Wisconsin, 1928; M.A., 1929. The Federal Liquor Tax in the United 


1949. Columbia. 
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Vance Q. Atyts, B.S., Richmond, 1943; M.A., Virginia, 1946. The Causes of and Subsequent 
Developments with Respect to the Defaulted Bonds of the State of Arkansas. 1950. 


‘, B.A., Pennsylvania State, 1942; M.A., Columbia, 1947. Industrial Patterns 
lity to Shift the Federal Corporation Income Tax. 1950. Columbia. 

NK, B.A., Columbia, 1941. New York City-New York State Fiscal Relations. 

\uLT, M.A., Ottawa, 1937. Principles Implicit in the Fiscal Policy of Canada, 
1950. Saint Louis. 

BrazerR, B.Com., McGill, 1943; M.A., Columbia, 1947. Co-ordination in 
n Federal Finance. 1951. Columbia. 

’ D. Camppetr, B.A., Harvard, 1938; M.A., Iowa State, 1941. Property Tax Rate 
the United States. 1950. Chicago. 

SEN, B.A., British Columbia, 1946; M.A., Toronto, 1948. Some Implications 
¢ Debt. 1951. Toronto. 

M. CHARLESWorTH, B.Com., Queensland, Australia, 1942; M.S., Wisconsin, 
lence of the Corporate Income Tax. 1950. Wisconsin. 

D. Cootince, B.A., Columbia, 1946. Undistributed Profits Tax in Australia. 
( Crarton, M.A., Michigan, 1948. The Effect of the Corporate Income Tax 
' the Quantity and Types of Investable Funds, 1951. Michigan. 

= /LBERTSON, M.A., Michigan, 1947, The Theory and History of Public Debt. 
i 1icnigan, 

‘iN H. Davis, M.A., Minnesota, 1935. An Economic Analysis of the Tax Status of 
‘armer peratives. 1950. Minnesota. 
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C. C. Dawson, B.S., Kentucky, 1927; M.A., Peabody, 1931. State Tax Administration 
in Kentucky Since 1852. 1951. Kentucky. 

Dovcras H. B.A., Washington, 1937; M.B.A., 1941; Chicago, 1943 
Federal Income Taxation of Exhausting Resources. 1949. Chicago. ‘ 

Rosert D. Exxiott, B.A., Chicago, 1942; M.A., 1943. Taxation of Corporate Investmen: 
Income, 1951. Columbia. 

Seymour Fiexowsky, B.A., Wayne, 1942; M.A., Harvard, 1948.. Economic Effects of 
Death Duties. 1949. Harvard. 3 

Jor S. Froyp, B.S., Florida, 1943; M.A., North Carolina, 1944. The Taxation of Manu- 
facturing Corporations. 1950. North Carolina. 

Joan GrBert, B.A., Radcliffe, 1946. Treasury Refunding and Retirement Policy, 10:9 
Harvard. 

BiainE M. Gorpon, M.B.A., Indiana, 1948. U. S. Tax Treaties—-An Evaluation. 1950 
Indiana. 

Daniet M. Ho.ranp, B.A., Columbia, 1941. The Burden of Taxation. 1950. Columbi 

FRANKLYN D. Hotzman, M.A., Harvard. 1948. Budget of the U.S.S.R. 1950. Harvard. 

Rienzi W. Jennincs, B.S., Iowa, 1947; M.A., Kentucky, 1948. The Taxation of American 
Racing and Pari-Mutuel Wagering. 1950. Kentucky. 

BENJAMIN J. Katz, B.A., Brooklyn College, 1946; M.A., Harvard, 1949. A Plan for the 
Reorganization of Local Finance. 1949. Harvard. 

James R. Kay, B.A., Birmingham-Southern, 1938. Fiscal and Monetary Policy in the 
War Period. 1950. Virginia. 

JosepH LERNER, B.A., Hopkins, 1943; M.A., Harvard, 1948. The Effect of Income Taxation 
on Petroleum Production. 1950. Harvard. 

LAWRENCE B. Meyers, B.S., Temple, 1945; M.A., Wisconsin, 1947. Some Aspects of 
Swedish Public Finance. 1950. Wisconsin. 

Ratpn W. Prouts, B.A., Kansas, 1942; M.A., 1947. Public Investment in Relation : 
Certain Welfare Criteria. 1950. North Carolina. 

A. N. Rez, Queen’s, 1935; M.A., 1936. Local Government Finances in Saskatchewan 
from the Beginning to the Present Day. 1951. Toronto. 

Raymonp L. Ricuman, LL.B., Chicago-Kent College of Law, 1940; M.A., Chicago 
1948. The Economic Effects of the Tax Treatment of Capital Gains and Losses in the 
United States and Great Britain. 1951. Chicago. 

MarsHatt A. Rosrnson, B.A., Calitornia, 1943; M.A., Ohio State, 1948. Public Debt 
Central Bank and Treasury Policy. 1951. Ohio State. 

Seymour Sacks, B.S., College of City of New York, 1943; M.A., Columbia, 1948. Tax 
Estimates and the Business Cycle. 1951. Columbia. 

Georce G. Sause, Jr., B.A., Moravian, 1941. Land Development—Value Problems and the 
British Town and Country Planning Act. 1951. Columbia. 

Hamep Ex Sayen, B.A., Fouad 1st, Cairo, 1943; M.B.A., Denver, 1947. The US 
Treasury’s Role in Legislation Concerning Income Tax Administration since 19° 
1950. Kentucky. 

Evcene R. Scuiestncer, B.A., Harvard, 1947; M.A., 1948. Economics of Fiscal Polic) 
in Undeveloped Areas. 1950. Harvard. 

Wituram G. ScHMEttne, B.A., Kansas, 1938; M.A., Columbia, 1940. Relation of Taxation 
to National Income. 1950. Columbia. 

Louis SrecLteMAN, B.S., Queens College, 1942. State Grants-in-Aid: Pennsylvania, A Cas 
Study. 1951. Pennsylvania. 

Eart K. Turner, B.A., Berea, 1931; M.A., Kentucky, 1937. The Assessor’s Manual Wit 
Special Reference to Kentucky. 1949. Kentucky. 

Rote A. Wer, B.A., Chicago, 1942; M.A., 1945. Federal Aid to Achieve State-Loct 
Co-operation in a Counter-Cyclical Fiscal Policy, 1949. Chicago. 

Utric Wer, B.Com., McGill, 1949. Some Economic and Statistical Aspects of Tax 
Evasion. 1950. California. 

Ropert L. Wrvestone, B.A., Oregon, 1939; M.A., 1942. The Undistributed Profits 1 
as a Counter Cyclical Device. 1950. Northwestern. 
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International Economics 
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exay H. Cores, Jr. Ph.D., Pennsylvania, 1949. Postwar Italian Economy and 
nternational Trade. 
ConporDE, Ph.D., Ohio State, 1949. Some Salient Features and International 
c Relations. (To be published in 1950 by the Bureau of Business Research, 
Ohio State University.) 
Peter H. Greenwoop, Ph.D., Cornell, 1949. Forces of Adjustment in the Canadian 
Balance of International Payments, 1926-38. 
Wave J. Hartrick, Ph.D., Texas, 1949. Foreign Trade through Texas Ports. 
Grorce Rosen, Ph.D., Princeton, 1949. The Long-run Effects upon the United States 
f the Industrial Development of the Far East. 
loun A, Stover, Ph.D., Harvard, 1949. Canada in the World Economy. 
Dean E. Traynor, R.S.C.J., Ph.D., Catholic, 1949. International Monetary and Financial 
Conferences in the Interwar Period. (Published by Catholic University of America 


my R. Woovtey, Ph.D., Cornell, 1949. Canada’s Postwar Balance of Payments: 
» Study of Remedies for Balance of Payments Disequilibrium. 


Theses in Preparation 


x, B.A., Queen’s, 1942. Commercial Policy under the International Trade 
1951. Columbia. 
reIN, B.A., Chicago, 1942; M.A., 1948. The Economic Significance of Some 
h Bulk Purchasing Agreements. 1950. Chicago. 
Ricuarp G. Birnserc, B.A., Columbia, 1941; M.A., Chicago, 1948. Theory of a Persistent 
Dollar Shortage’ and a Stable Multilateral Open Trading System. 1950. Chicago. 
e G. Brake, B.A., McMaster, 1936; M.A., Toronto, 1947. Some Aspects of Canadian 
ommercial Policy. 1950. Toronto. 
é Brun, B.A., Oslo, 1943; M.A., Fletcher School, 1948. International Maritime Policy. 
5 Fletcher School. 
) D. Campos, Philosophy and Classical Letters, Brazil, 1932; M.A., George Wash- 
yn, 1947. 1951. Columbia. 
om B. Dare, B.A., Michigan, 1944; M.A., Fletcher School, 1947. Full Employment 
in Foreign Policy. 1951. Fletcher School. 
Davenport, B.A., Washington, 1943; M.A., Fletcher School, 1944. Soviet 
Relations with Iran. 1951. Columbia. 
EY Dickerson, B.S., Miner Teachers College, 1940; M.A., Catholic, 1941. Postwar 
n Payments Problems. 1952. Columbia. 
DickMAN, B.A., Wyoming, 1947; M.A., Fletcher School, 1948. The Economic 
of the United States in Western Europe from 1945 to 1948. 1950. 
} 
IMMLER, B.A., California, 1936; M.A., Columbia, 1941. Exchange Transac- 
Columbia. 
P. Dowp, M.A., Hawaii, 1940. Japanese Foreign Exchange Policy. 1949. 
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NWA B. Durxa, B.A., Brooklyn, 1939; M.S., New School for Social Research, 1940. 
The Role { Germany in Europe’s Pre-War Pattern of Trade. 1950. Columbia. 

i Erpocen, M.A., Wellesley, 1942. Changes in Industrial Structure, Affecting Foreign 
rade, Imposed by War and Maintained by Commercial Policy—Two Cases: Bohemia 
Moravia, Argentina. 1950. Columbia. 

HN QO. GALLAGHER, B.A., Tufts, 1943; M.A., Fletcher School, 1948. The London 
‘onetary Conference of 1933. 1951. Fletcher School. 

TH F, Garpert, B.A.. Reed, 1944; M.A., Columbia, 1946. International Diffusion of 
Industrial Technique. 1951. Columbia. 
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Howarp C, Gary, B.A., Brooklyn, 1942; M.A., Wisconsin, 1947. Keynesian and Mercanti]- 
ist Theories Compared—Special Emphasis on Theory of International Trade. 1960 
Wisconsin. 

Rosert W. Gericke, B.A., Columbia, 1939; M.A., 1942. German Commercial Policy 
and Party Politics, 1890-1903. 1950. Columbia. i 

Frank H. Gotay, B.S., Central Missouri State Teachers College, 1936; M.A., Chicas 
1948. The Evolution of Payments Agreements in Western Europe Under the ECA 
1950. Chicago. 

Joun F. Granam, B.A., British Columbia, 1947; M.A., Columbia, 1948. Criteria fo; 
Exchange Rate Adjustments. 1951. Columbia. 

Frances A. Guiick, B.A., Linfield, 1940; M.A., Fletcher School, 1941. United States 
Economic Policy toward China: An Evaluation of Economic Policy and Practice jp 
Relation to our Objectives. 1952. Fletcher School. 

Arnotp C. Harsercer, M.A., Chicago, 1947. Empirical Determination of the Elasticity 

; of Demand for Imports. 1950. Chicago. ; 

Hvucn K. Hawk, B.A., Birmingham-Southern College, 1941; M.A., Virginia, 1943 
International Aspects of the Aluminum Industry. 1950. Virginia. 

WituraM J. HevSer, B.A., Columbia, 1940; M.A., 1941. The Russian Attitude Toward 
Trade with Germany, 1891-1916. 1950. Columbia. 

Matcotm W. Hocc, B.A., Ohio State, 1942; M.A., 1943. Full Employment Policies and 
International Equilibrium. 1949. Chicago. 

Heten M. Hunter, M.A., Radcliffe, 1947. United States Trade in Wood-Pulp before 


1939. 1950. Harvard. N 
Rosert W. James, B.Com., Toronto, 1938; M.A., 1939. Canada’s Wartime Economic 
Co-operation with the U.K. and the U.S. 1949. Chicago. Ja 
Hetnz Jaucu, B.S., College of City of New York, 1942; M.A., New York, 1947. Relation- | 
ship of Concentration of Industry to International Trade. 1950. Columbia. Al 
LAWRENCE L. Lazar, Ph.B., Wisconsin, 1943; M.A., Fletcher School, 1945. The Develop 
ment of United States Economic Policy since 1933 towards Argentina, Brazil, Chile and AN 
Uruguay, with Special Reference to their Internal and International Position. 1951 ° 
Fletcher School. 
Sren-We!-Lrv, Dipléme, School of Business, Grenoble, 1932: Dipléme as Statistician be 
Paris, 1938; LL.D., 1940; Actuary, Lyon, 1941. French Colonial Policy Regarding Indo Wn 
China. 1950. Columbia. _E 
James R. Mappox, M.A., Illinois, 1943. International Balance of Payments Adjustments EDI 
Under the Gold Standard. 1950. Illinois. n 
Cart H. Mappen, B.A., Virginia, 1942. European Multilateral Payment Plan. 1950 in 
Virginia. 
Witt E. Mason, B.A., Pacific University, 1935; M.A., Washington, 1942; M.A., Princeton ™ 
1947. Analysis of Inductive “Verifications” of the Classical Theory of Adjustment t ms 
Unilateral Capital Transfers. 1950. Princeton. —_ 
Wittrm G. McCarrott, B.A., Kansas, 1936; M.A., Wisconsin, 1939. The Significance Di 
and the Principles of Compilation of the Balance of Payments Statement. 1949. !V»- Juu 
consin. D 
Joun McKnicnt, B.S., College of City of New York, 1939; M.A., Columbia, 1%’ AvG 
United States-Canadian Trade, 1932-1938. A Study in the Income and Expenditure : rr 
Approach to the Theory of International Trade. 1951. Columbia. VEOR 
Inse Mintz, Dr. of Economics, Vienna, 1927. The Decline in Quality of American Foreign M. 
Investments. 1950. Columbia. Bes 
Yeunta M. Et Motta, B.Com., Fouad I, Cairo, 1940. Impact of American Economic Robe 
Conditions on the Egyptian Economy. 1950. Harvard. Wr 
Norman W. Moser, B.A., Maine, 1943; M.A., Maine, 1947; M.A., Fletcher 
1048. State Trading and Great Britain: A Case Study of State Trading, Methods of is 


Implementation, the Effects on the National Economy, and its Relation to Multilatet 
Trade. 1950. Fletcher School. 
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Feonomics of the Patent System. 1950. Johns Hopkins. 
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International Trade Organization. 1950. Chicago. 

\ I. R ck, B.A., Columbia, 1942; M.A., 1943. International Impact of the 
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Arrrep S. Ray, M.A., Michigan, 1946. Foreign Investment in the Production of 
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Epwin P. Reupens, B.A., College of City of New York, 1935. Capital Goods Imports in 
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Customs and Economic Union: A Case Study. 1950. Columbia. 
ALEXAN \l. Rosenson, B.S., California, 1937; M.A., 1938. Aspects of British Postwar 
External Finance. 1950. Chicago. 
ANT Doctor en Derecho, Universidad de Leon, Nicaragua, 1939; M.A., Ohio 
te, 1 Central America: Economic Analysis. 1950. Minnesota. 
Saenz, B.S., Columbia, 1942; M.S., 1943. The Problem of Exchange 
1949. Columbia. 
mint, B.S., Maryland, 1947; M.A., Pittsburgh, 1948. Multiple Foreign 
1951. Virginia. 
;. SeveRO, B.A., Hunter, 1941; M.A., Wisconsin, 1943. Western Europe’s Invest- 
ent Plans and Policies under E.R.P. 1951. Columbia. 
\. StrkeN, B.A., McGill, 1942; M.A., 1943; M.A., Harvard, 1947; M.P.A., 1947. 
t n of Backward Areas. 1950. Harvard. 
i, B.A., Reed, 1942. The Effects of Foreign Investment and Industrializa- 
yped Areas on the Economy of the United States. 1950. Columbia. 


Morton R. Socomon, B.A., Chicago, 1941; M.A., Harvard, 1948; M.P.A., 1948. Economic 
Development of Backward Countries. 1950. Harvard. 

Jutius B. Spiro, B.A., Brooklyn, 1932; M.A., Columbia, 1934. The Problem of Exchange 
Depre thout the Gold Standard. 1950. Columbia. 

\vcustus W. Sprincer, Jr., B.A., Michigan, 1946; M.A., Virginia, 1949. Revival of 
rade in the Post War Economy of Japan. 1951. Virginia. 

Georce S. Sprincsteen, Jr., B.A., Dartmouth, 1943; M.A., Fletcher School, 1947; 
M.A.L.D.,, 1949. The British Navigation Laws: The Influence of Foreign Nations upon 
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. S , M.A., Michigan, 1942. The Concept of International Equilibrium. 

\ B. Tuompson, B.A., Michigan, 1945; M.A., Columbia, 1947. American Petroleum 
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VENIN, B.A., Hunter, 1944; M.A., Columbia, 1945. Currency Con- 
Vestern Europe. 1951. Columbia. 
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Export Control System of the United States. 1950. Columbia. 

STEPHEN TRIANTIS, B.A., Athens, 1945. Some Aspects of Canadian Foreign Trade. 105) 
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RatpH Crinton Woop, B.A., Wesleyan, 1934; M.A., 1935. The Theory of International 
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Basis for Commercial Policy. 1950. Wisconsin. 
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Education and Training in the Industries of Upstate New York. 
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A Case Study in the Use of Accounting as an Instrument of Public Policy. 

Rosert B. Miner, Ph.D., Ohio State, 1948. Trends and Variations in Marketing Costs 
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Preference Measurements to Market Research. 1950. Chicago. 
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Guy Brack, B.S., Harvard, 1941; M.A., Chicago, 1948. The Demand for Marketist 
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1941. The Position of the Chicago South Water Market in the Channel of Distribute’ 
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Russert Curyster, M.A., Minnesota, 1937. The Establishing of Sales Territory i Firms 
with a National Market. 1951. Northwestern. 
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Irayne S. Peartson, M.A., Radcliffe, 1947. Wage Theories Pertaining to the Woman 

” Worker: Their Practice and Effect upon Industry. 1950. Harvard. 

H. C. Pentianp, B.A., Manitoba, 1940; M.A., Oregon, 1943. The Irish Labourers on the 
Canadian Canals and Railways, 1830-1860. 1950. Toronto. 

Marx Prriaan, B.A., Wisconsin, 1947; M.A., 1947. An Analytical Study of Industrial 
Arbitration in Certain Industries and Areas. 1951. Columbia. 

Nancy T. PLorkry, B.A., Smith, 1941; M.A., Columbia, 1942. Labor Mobility and Labor 
Supply. 1950. Columbia. 

Arpert Rees, B.A., Oberlin College, 1943; M.A., Chicago, 1947. Some Effects of Key 
Wage Bargains in Conditions of Full Employment. 1950. Chicago. 

Roy R. Reynoips, B.A., Alberta, 1946; M.A., Yale, 1947. Public Policy with Respect 


to the Settlement of Labor Disputes in Canada. 1951. Massachusetts Institute of Tech- 


Suton Rorrenserc, B.A., George Washington, 1939; M.A., Harvard, 1948. Labor and 
the Industrialization of Puerto Rico. 1950. Harvard. 
Leonarp R. Saytes, B.A., Rochester, 1946. Effect of Contract Administration on Worker 


Attitudes toward the Union and Management. 1950. Massachusetts Institute of 
Technology 

Justin K. Scnarrrer, B.A., Fordham, 1946; M.A., Columbia, 1948. German Labor under 
National Socialism, 1933-1939, 1951. Columbia. 

Ricwarp Scneucu, B.A., Princeton, 1942; M.A., 1948. The Building Trades Unions and 
the Cost of Housing. 1950. Princeton. 

Stertinc ScHoen, B.A., Lawrence College; M.A., Wisconsin; M.B.A., Michigan. Person- 
nel Administration in Selected Small Manufacturing Companies. 1950. Michigan. 

Ect ING, B.A., Alberta, 1941; M.A., Toronto, 1948. Collective Bargaining in the 
Pulp and Paper Industry. 1950. Toronto. 

Grorce Sritzer, B.A., Chicago, 1940, The Economics of Multi-Industry Unionism. 1951. 
Chica 

Geratp Sirxin, B.A., Harvard, 1942; M.A., Columbia, 1948. Restrictive Labor Practices 


* Trades Unions. 1951. Columbia. 
Irvin Soser, B.S., Ohio State, 1939; M.A., 1946; M.A., Chicago, 1948. Analysis of the 


. Patter { Collective Bargaining in the Rubber Industry. 1950. Chicago. 
DENTAMIN 5S. STEPHANSKY, B.A., Wisconsin, 1939; M.A., 1942. The Effect of Government 
H \gencies on the Internal Processes of the Labor Movement. 1950. Wisconsin. 


BERT , B.A., Berea College, 1939; M.A., Virginia, 1940. Wage Differentials and 

the Location of Industry. 1950. Virginia. 

, B.A., Reed, 1942. The Application of Inter-Industry Structure Study 

Technique to Problems in Wage Theory. 1950. Harvard. 

; ae H. Stewart, B.A., Iowa State, 1928; M.B.A., Southern California, 1939. The 

_ evelopment and Application of a Formula for Management. 1950. Southern California. 

Rosert E. Srrarn, B.A., Wichita, 1937; M.A., Wisconsin, 1947. Newer Aspects of Union- 
igement Cooperation. 1950. Wisconsin. 

©TRAUSS, B.A., Swarthmore, 1947. Effects of Unionization upon Informal 

icture. 1950. Massachusetts Institute of Technology. 
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Pau E. Surtan, B.A., British Columbia. Some Aspects of Wage and Employment Re- 
lationships. 1950. Cornell. 

Jay Tass, M.A., Chicago, 1949. A Study of White Collar Unionism (Tactics and Policies 
Pursued in Building the Wholesale and Warehouse Workers’ Union of New York), 
1951. Chicago. 

Hatsten J. THorxerson, B.A., Wisconsin, 1938; M.A., 1946. Membership Activities jp 
Selected Trade Unions, 1950. Wisconsin. ; 

Mrs. Gene B. Tipton, M.A., California at Los Angeles, 1948. The Labor Movement in 
the Los Angeles Area from 1939 to Present. 1950. California at Los Angeles, 

Harry G. Trenp, B.A., Wayne, 1940; Wisconsin, 1947. The Labor Union Monopoly Issue 
1950. Wisconsin. 

Lupwic A. Wacner, Absolutarium, Vienna, 1926; M.A., Columbia, 1946. Functional 
Changes of Trade Unions in Planned Economies. 1951. Columbia. 

H. J. Warsctass, B.Com., Toronto, 1944; M.A., 1948. Collective Bargaining in the Men's 
Clothing Industry. 1950. Toronto. 

Wri1am B. Wait, B.A., Tulane, 1940; L.L.B., Tulane, 1942. A History of New York 
State Labor Law Since 1935. 1950. Cornell. 

KENNETH F. Watker, M.A., Sydney, 1939. Industrial Relations in Australia, 1959 
Harvard. 

AARON W. Warner, B.A., New York, 1929; LL.B., Harvard, 1932. Labor under Planning 
A Case Study in British Trade Unionism. 1950. Columbia. 

Wiis D. WeaTHERForD, B.A., Vanderbilt, 1937. Geographical Differentials in Agricultura! 
Wages. 1949. Harvard. 

Leo We!7z, B.S., College of City of New York, 1928; M.A., Teachers College, Columbia, 
1932. The Role of the Intellectuals in the American Labor Movement (1865-1944). 1950 
Columbia. 

Wiri1am H. Wesson, B.S., North Carolina State College, 1936. Compensation of Public 
Employees: A Study of Principles, Practices, and Policies in State Government, with 
Special Reference to North Carolina. 1950. Duke. 

Frank J. Wiriiams, B.A., Washington and Lee University, 1937; M.S., Tennessee, 1939 
M.A., 1943. Free Speech in Union-Management Relations. Its Use and Abuse. 1950 
Stanford. 

Witson E. Witttams, B.A., Fisk University, 1935; M.A., Howard University, 1938. The 
Interpretation of Labor Union Motives by the United States Supreme Court. Southern 
California. 

Epwin Younc, B.S., Maine, 1940; M.A., 1942. The Place of the CIO in American Labor 
History. 1949. Wisconsin. 


Population; Social Welfare and Living Standards 


Degrees Conferred 


Witt1am C. GreenoucH, Ph.D., Harvard, 1949, College Retirement and Insurance Pass 
Wituram A. Hance, Ph.D., Columbia, 1949. Outer Hebrides in Relation to Highland De 
population. (Privately printed, Edwards Bros., Ann Arbor, Michigan.) 


Theses in Preparation 


Rosert E. Batpwin, M.A., Harvard, 1949. Economic Aspects of Internal Migration 
the United States, 1870-1940. 1950. Harvard. ; 4 
JosepH M. Becker, B.A., Xavier, 1931; St. Louis, 1936; S.T.L., 1946. History 30° 
Significance of Unemployment Benefits in the Reconversion Period. 1950. C olumbia 
Frorence B. Bercer, B.A., Brooklyn, 1943; M.A., Columbia, 1946. The Union Healt: 
Center. 1950. Columbia. 
Warren J. Brey, B.S., Wisconsin, 1941; M.A., Harvard, 1948. An Analysis of Conun* 
Expenditure Behavior. 1949. Harvard. 
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B B.A., Hunter, 1945; M.A., Chicago, 1947. Social Security for American 
ture. 1950. Chicago. 
sy. B.A. Pomona, 1927; M.A., Columbia, 1934. Health and Welfare Develop- 
ments under Collective Bargaining in Selected California Industries. 1950. Columbia. 
S$ Cu B.A., Toronto, 1938; M.A., 1939. The Development and Function of 
th Insurance. 1950. Toronto. 
Drumncer, B.A., Iowa, 1939; M.S., 1940; M.A., Harvard, 1947. U. S. Population 
nd Social Security. 1949. Harvard. 
ILLINGHAM, B.A., Florida, 1934; M.S., Tennessee, 1942. Federal Aid to 
ul the United States, 1917-1941. 1950. Duke. 
con T. Epecman, M.B.A., Pennsylvania, 1947. The Economic Issues in Compulsory 
Health Insurance. 1950. [Uinois. 
C. Expert, B.A., Richmond, 1932; M.A., Virginia, 1933. Financing Emergency 
Men's Relief Through the FERA. 1950. Virginia. 
\ernur W. Exse, B.S., Milwaukee State Teachers, 1933; M.Ph., Wisconsin, 1942. Com- 
» Verk pulsory Health Insurance Movements in the United States. 1950. Wisconsin. 
; W. Fristoe, M.S., Illinois, 1947. Some Aspects of the Economic Effects of Ex- 
nerience Rating in the Financing of Unemployment Compensation. 1950. Illinois. 
Tuomas H. Ice, B.A., Hawaii, 1940; M.A., Wisconsin, 1942. Union Health and Welfare 
ain Funds in Relation to Social Security. 1949. Wisconsin. 
e; ._MIN KLEBANER, B.S., College of City of New York, 1945; M.A., Columbia, 1947. 
r Law Problem in America, 1790-1860. 1950. Columbia. 
f F. Marr, B.A., Princeton, 1943; M.A., 1948. Selected Aspects of the Problem of 
Population Projection. 195C. Princeton. 
: D. Moskowitz, B.S., College of City of New York, 1947; M.S., Wisconsin, 1948. 
Labor and Social Security. 1950. Wisconsin. 
f Py \ W. Pare, B.A., Henderson-Brown, 1936; M.A., Louisiana State, 1938. Social 
nt. wit | Security Coverage of Labor in the South. 1949. North Carolina. 
ivEH-YING Tzenc SuiH, B.A., Central Political Institute, China, 1940; M.A., Wisconsin, 
e 1946, Analysis in the Field of Health Insurance. 1950. Wisconsin. 
se. 1950 Ko-CHinc Suru, B.A., Central Political Institute, China, 1940; M.A., Wisconsin, 1946. 
ernational Action in the Field of Social Security. 1950. Wisconsin. 
g The Frep Stavick, B.A., Wisconsin, 1946; M.A., 1947. Union-Management Health and Welfare 
Southern Funds. 1950. Princeton. 
W S. SmitH, B.A., Washington, 1941; M.A., Princeton, 1948. Disqualification from 
Under the Unemployment Commission of New Jersey. 1950. Princeton. 
Tuompson, B.A., Texas, 1928; M.A., 1931. Financial Aspects of Unemployment 
Compensat 1950. North Carolina. 
Josep W. Wittarp, M.A., Harvard, 1947. Some Aspects of Social Security in Canada. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrati 
officers of colleges and universities and to others who are seeking to fill vacencion 

The officers of the Association take no responsibility for making a selection a 
the applicants or following up the results. The Secretary's Office will merely aflon 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is Optional with 
those submitting such announcements to publish name and address or to use a key 
number. 


Communications should be addressed to: The Secretary, American Economic As. 
sociation, Northwestern University, Evanston, I!linois. 


Vacancies 


Taxation, international economics, economic theory: Occupation Command wants 
tax economist with practical experience with government or private firms. Primary 
work will be implementing tax reform measures. Salary varies between $6,800 to 
$8,200 dependent on previous experience and educational background. Submit U, §. 
Government Civil Service Form 57 if interested. P138 


Accounting: Pacific Northwest university requires man, Ph.D., C.P.A., as assistant 
or associate professor of accounting. Approximately $5,000 on 9-months basis; tenure; 
housing available. P139 


Economists Available for Positions 


Comparative economic systems, social economics, international economic relations, 
psychological frontiers of economics: Man, 45, married, European Ph.D., American 
citizen. Numerous books and articles; extensive experience in teaching and research; 
has permanent position at well-known Eastern college; prefers position with facilities 
for graduate teaching and research. Available in summer or fall, 1950. E108 


Accounting, business administration, economics: Woman, Ph.D. Extensive teaching 
experience. Publications. Now employed but desires appointment on West Coast. 
Available in September, 1949. E109 


Principles and problems, consumer economics, economic and social movements, inter 
national economics, economic and social progress, social security, theory, social 
science, sociology (marriage and the family): Man, 47, married, Ph.D., University 
of Illinois. Seventeen years of college teaching experience; 7 years of industrial ex 
perience ; several years of marriage counseling with emphasis on premarital counseling; 
1 year of social work. Wishes position in economics or economics and sociology 


where emphasis is on sincere teaching rather than research. Available in — 
l 


Economic principles, public finance, corporate control, banking, investments, and 
accounting: Man, married, 44, Ph.D., University of Missouri. Sixteen years of 
successful college teaching; business experience in banking and production work; 
lieutenant commander, U.S.N.R. Now chairman of social science division and pro 
fessor of economics in medium-sized, state-supported college. Prefers straight teaching 
position but would consider combination of teaching-administration work; salary 
and rank commensurate with responsibilities of the job; prefers Middlewest or West 
Coast location. Available in September, 1949. E156 


Business, social and industrial psychology, human relations: Man, mature age, PhD. 


Outstanding references; employed; desires advancement. Available on short — 


International economics, principles of economics, money and banking, national it- 
come, public finance, business law: Man, 40, Ph.D., University of Frankfurt (Main); 
U. S. citizen. Eight years of experience as economist with U. S. government agencies 
and with leading private economic research organization; now teaching at Eastera 
college. Available in September, 1949. E255 
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